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I. A REVOLUTION IN ACCOUNTING 
PHILOSOPHY. 


Dit is no exaggeration to say that never 
before in its history has accountancy 


been in such a dynamic phase as the 
present.* 


Accounting Doctrine in 1925. 


» ‘“*... to attempt to prescribe either a 
statutory form of Balance Sheet or what a 
Balance Sheet must disclose or that there 
Pshould be in addition a Profit and Loss 
Account is considered likely to do more 
| harm than good ... Shareholders have the 
iremedy to a large extent in their own 
hands . . . the business done by Limited 
Companies is, on the whole, transacted by 
Directors and Managers who are honest, 
pand if in some cases they disclose in the 
published accounts less than some people 
desire the absence of detail is in most cases 
| wise, and is generally supported by the 
Shareholders. It is impossible by 
legislation to protect fools from their own 
' folly. . Secret Reserves or Inner Re- 
; Serves are in certain cases desirable and in 
"Many cases essential If businesses 
‘carried on by Joint Stock Companies are to 
be as successful i in the future as in the past, 


'1 From the announcement by the ‘Incorporated 
Accountants’ Research Committee of intention 
to publish a new periodical journal to be called 
Accounting Research. 


too much disclosure should not be insisted 
on and the greatest possible freedom should 
be allowed to those responsible.’’? 


Accounting Doctrine in 1943. 


‘‘The Institute is in favour of the mazi- 
mum practicable disclosure of information 
in annual accounts... The Institute has 
a full recognition of the fact that in a 
large proportion of eases undisclosed 
reserves have been carried and used by 
boards of directors in what they have 
honestly believed to be the best interests 
of their shareholders. The Institute con- 
siders, however, that the existence, use and 
increase of such reserves where they are of 
material amount should no longer remain 
undisclosed . . . There has hitherto been 
an absence of statutory guidance (on the 
subject of contents of profit and loss 
accounts) and the Institute thinks it desir- 
able that this omission should be recti- 
fied.’’* 

The Course of Events 1925-43. 

The philosophy of accounting and com- 
pany practice underlying the 1925 evidence 
of the Institute was accepted by the 


2 From evidence submitted « on behalf of ‘the Insti- 
tute of Chartered Accountants in England and 
Wales to the Wilfred Greene Company Law 
Amendment Committee, July, 1925. 

3 From evidence submitted by the same Institute 
to the Cohen Committee on Company Law 
‘Amendment, December, 1943. 
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Wilfred Green Committee, which recom- 
mended comparatively minor amendments 
of the existing company law with respect 
to accounting matters. ‘‘The matter of 
accounts’’, the Committee said, ‘‘is one in 
which we are satisfied upon the evidence 
before us that within reasonable limits com- 
panies should be left a free hand.’”* 

A fundamentally different philosophy 
was expounded by the Institute in 1943, 
and this new philosophy was adopted by 
the Cohen Committee. The change was not 
due to any belief that the system of limited 
liability companies was being abused in 
1943 any more than it was in 1925. Indeed, 
both Committees expressed, in identical 
words, their conviction that ‘‘the great 
majority of limited companies, both public 
and private, are honestly and conscien- 
tiously managed.’” 

Hach Committee recognised that oppor- 
tunities for abuse existed, but were satisfied 
that cases of fraud or improper dealings 
were few and inevitable. The Wilfred 
Greene Committee thought that the un- 
favourable public comments on the activit- 


ies of limited companies were largely due 
to the abnormal conditions prevailing dur- 
ing and since World War 1, and that the 


‘return to more normal conditions’’ would 
tend to eliminate certain unsatisfactory 
features which had shown themselves in 
recent years. The Cohen 
the other hand, thought that the fullest 
practicable disclosure of information con- 
cerning the activities of companies would 
lessen opportunities for abuse and accord 
with a wakening social consciousness. 
Unfortunately for the expectations of the 
Wilfred Greene Committee the return to 
more normal conditions® since 1925 has 
been indefinitely postponed. The presses 
on which the 1929 Companies Act was 
printed had scarcely ceased revolving when 
a series of ‘‘abnormal’’ storms broke over 
the heads of the investing public. The 
financial crisis of the early thirties and the 
4 Report of the Company Law Amendment Com- 
mittee, 1925-26, p. 33. 
Report of the Wilfred Greene Committee, p. 4; 
and Report of the Cohen Committee, p. 7. 
James L. Dohr, in The Accounting Review, 
April, 1948, quotes William Blackie’s deserip- 
tion of normal times as ‘‘a theoretical concept 
about what would be if unusual things which 
usually are never were. 
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subsequent lingering depression produced 
many company failures, some of them of 
spectacular proportions and involving men 
who had occupied positions of prominence 
in business and accounting circles. Natur. 
ally, in the discussions which ensued, there 
was a renewal and re-invigoration of the 
demands which, even before 1925 had been 
made for greater protection of investors 
against damage, not alone by isolated 
stances of deliberate and wilful distortion 
of accounts, but also by obscurantism in 
accounts aecepted as usual practice and 
actuated by the highest motives. As shock 
succeeded shock, it came to be realised that 
there were inherent weaknesses in a policy 
which sought to benefit investors by keep- 
ing them in the dark; that control of com- 
panies by shareholders was in many cases 
theoretical only, because of the paucity of 
the information given to them and of the 
difficulty of organising concerted action by 
a large number of small individual share- 
holders; and that the advantages of com- 
panies creating reserves in good times and 
using them in bad did not necessarily 
depend upon the creation or the use of the 
reserves being kept secret. The re-actions 
on accountancy thought of the revelations 
in the several cases in which an apparently 
sound structure suddenly collapsed were 
not immediate. For instance, the Council 
of the Institute of Chartered Accountants 
in England and Wales considered the ques- 
tion of making a communication to mem- 
bers of the institute on matters arising out 
of the Royal Mail Steam Packet Co. 
but decided instead to circulate a copy of 
an opinion given by learned counsel. The 
opinion of counsel expressed the view that 
no pronouncement by the Council for the 
guidance of members on the questions and 
matters discussed in the case was ‘‘really 
feasible’’.? The opinion went on to say 
that it would be difficult to found upon 
extracts from the Judge’s summing-up in 
the case ‘‘any principles either of general 
or of particular application which would 
both afford a clear guide to a practitioner 
and be certainly consonant with the law 
and with the Judge’s views’’.§ 

The Accountant, then and still the ‘‘ree- 
ognised weekly organ’’ of the Institute, 
expressed disappointment with the passive 


case, 


7 The Accountant, December 19, 1931, p. 804. 
8 Ibid, p. 804 
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Accounting Doctrine and English Companies 
Act—continued. 

attitude of the Council, and repeated the 
opinion, which it had been expressing for 
some months, that ‘‘it was time definite 
steps were taken to bring profit and loss 
accounts into line with the current, and 
very reasonable, demand that accounts 
should not conceal but reveal’’.? There 
were critics who put it even more forth- 
rightly—George O. May, in a letter from 
U.S.A. to the president of the Institute, 
maintained that the Institute was ‘‘obvi- 
ously face to face with one of the greatest 
problems and one of the greatest oppor- 
tunities presented to it in the course of its 
existence’’. His view was that ‘‘upon the 
accounts charges in that case it was a sys- 
tem, rather than individuals, that was on 
trial’? and that ‘‘the general conclusion 
had been that, though the individuals were 
clearly entitled to acquittal, the system 
must be condemned and must be 
changed.’ That Mr. May was not alone 
in these opinions became increasingly clear 
within the next few years, and before the 
echoes of the case had ceased, the period 
of uneasy peace followed by total war was 
upon the world. War produced new prac- 
tical problems for accounting, but its effects 
on accounting thought were even more 
penetrating, and probably more permanent, 
than its effects on accounting methods. To 
any accountant in the years after 1940 a 
state of affairs in which ‘‘the greatest 
possible freedom’’ was allowed to companies 
was an almost forgotten memory; and, 
whether we like it or not, few of us any 
longer believe in the illusion of ‘‘normal 
times’’ or think that we ever have experi- 
enced them, or ever shall. 


Price control, high taxation, cost-plus 
contracts have materially modified our con- 
ception of the limits within which compan- 
ies should be allowed a free hand; and we 
have rapidly become accustomed to accept, 
as part of the natural order of things, 
scrutiny and investigation of private busi- 
ness affairs to an extent which would have 
been regarded as inquisitorial in 1925. 
Against this background, it is easy to 
accept the view of the Cohen Committee 
that the fullest practicable disclosure of 


9 Ibid, January 9, 1932, p. 30. 
10 Twenty-five Years of Accounting Responsibility, 
Vol 1, p. 76. 
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information concerning the activities of 
companies accords with a wakening social 
consciousness. It is significant also that 
the Committee included in its recommen- 
dations ‘‘a number of proposals to ensure 
that as much information as is reasonably 
required shall be made available both to 
the shareholders and creditors of the com- 
panies concerned and to the general 
public.’? Nor should it eseape notice that 
the Committee believed that the result of 
insistence upon greater disclosure and of 
making it easier for shareholders to exer- 
cise a more effective general control over 
the management of their companies would 
be ‘‘to strengthen the already high credit 
and reputation of British companies.’’! 


Accountants in U.S.A. recognised much 
earlier than their confreres in England and 
in Australia the importance of informative 
accounts, for the protection of the system 
of private enterprise no less than for the 
protection of investors. The Securities and 
ixchange Commission, established in 1934 
by one of the New Deal Acts, has done 
much by regulation and by persuasion to 
improve the quality of published financial 
statements; the American Institute of 
Accountants, in co-operation with the New 
York Stock Exchange and through the 
Bulletins issued by its Research Committee, 
has been continuously active for many 
years in establishing and raising standards 
of presentation of accounting statements; 
and the University teachers of accounting, 
individually and through their association, 
The American Accounting Association, 
have played an important part in the 
revision of accounting theory and its appli- 
eation to technical problems of presenta- 
tion. The work of all three agencies is 
going on to-day as vigorously as ever. One 
of the greatest accounting authorities in 
the world, George O. May, who retired 
from practice a few years ago to devote 
himself to the study and exposition of 
accounting theory, has always been a 
powerful advocate of disclosure in financial 
statements; and, only a few months ago, 
William A. Paton, professor of economics 
in the University of Michigan pleaded for 
‘*eomplete disclosure, at significant figures, 
of the total assets of the business enter- 
prise, as opposed to current policies of 


11 Report of the Cohen Committee, p. 8. 
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omission, premature absorption, and under- 
statement in varying degrees.’’ Professor 
Paton gave as a major reason for urging 
reform in this direction ‘‘the danger at the 
present time to property rights, and the 
institution of private enterprise itself, 
in persistent mis-statement of existing 
assets.’’2? 


In the heading to this section of the 
lecture, the developments during the last 
twenty years or so have been described as 
a revolution in accounting philosophy. The 
Cohen Committee pointed out that ‘‘the 
history of company legislation shows the 
increasing importance attached to publicity 
in connection with accounts’’. The Act of 
1862 contained no compulsory provisions 
regarding audit of accounts; in 1879 pro- 
vision ~vas made for the audit of banking 
companies’ accounts ; in 1900 this provision 
was made generally applicable to public 
companies ; but it was not till the 1907 Act 
that provision was made for the filing with 
the Registrar of Companies of annual 
balance sheets; and, even then, private 
companies were exempted from the pro- 
vision. The 1929 Act required directors to 
lay before the company in general meeting 
each year a balance sheet and a profit and 
loss statement, and laid down certain re- 
quirements as to the contents of the balance 
sheet.1* The requirements of the 1929 Act 
as to contents of balance sheets have been 
greatly strengthened by the 1947 Act, and 
the increased importance of the profit and 
loss statement has been recognised in that 
Act by far-reaching requirements as to its 
contents. It may be thought that the 
gradual extension of the accounts pro- 
visions of the English Companies Acts is 
an evolutionary process which has been 
going on ever since the beginnings of the 
joint stock company form of business or- 
ganisation. The evolution has, however, 
clearly been greatly accelerated within the 
last twenty years, and this acceleration has, 
in large measure, been the result of a 
reversal of accounting thought, so rapid 
and so violent as to excuse, if not justify, 
its description as a revolution. The new 





12 Accounting Procedures and Private Enterprise: 
The Journal of Accountancy, April, 1948. 
13 Report of the Cohen Committee, pp. 53-54. 
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accounting doctrine reflected in the 
accounts provisions of the 1947 Act is the 
doctrine of disclosure in published financial 
statements—the tenet that good standards 
of presentation of accounting statements 
involve, in the words of the Institute of 
Chartered Accountants in England and 
Wales, the maximum practicable disclosure 
of information in annual accounts. 


Whether the new emphasis in account- 
ancy on disclosure marks a revolution or 
an accelerated evolution, the facts are that 
the 1947 English Companies Act represents 
an acceptance of the accounting doctrine of 
disclosure, whilst the 1929 Act gave at least 
implied endorsement to the accounting doe- 
trine of conservatism ; and that the changed 
accounting philosophy involves a drastic 
overhaul of many of the conventions upon 
which the present generation of accoun- 
tants were brought up and of many 
accounting methods which are still being 
actively practised and taught. 


II. CONSERVATISM AND THE DOCTRINE OF 
DISCLOSURE. 


What is now called the doctrine of con- 
servatism in accounting dates back to the 
days when there was little other philosophy 
of accounting— when accounting was 
taught as a series of rigid, and often con- 
flicting, rules, and was practised in strict 
accordance with the rules. In 1927, George 
O. May said that ‘‘the predominant con- 
sideration in industrial accounting was 
conservatism rather than theoretical accu- 
racy’’ and quoted as an illustration the 
well-entrenched ‘‘lower of cost or market”’ 
rule for the valuation of stock-in-trade— 
a rule which he said was ‘‘founded obvi- 
ously not on logic or theory but on abun- 
dant caution.’ The doctrine may be 
briefly expressed as follows. Since all 
accounting statements are, to a material 
extent, expressions of opinion and only 
partly statements of verifiable fact, care 
should be taken in forming the opinions on 
which the statements are founded, so as to 
avoid anticipation of profits which have 
not yet been realized and to ensure that 
provision is made for all potential losses 
arising out of transactions or operations 
incomplete at the date of the statements. 





14 Twenty-five Years of Accounting Responsibility, 
Vol. 1, p. 191. 
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Accounting Doctrine and English Companies 
Act—continued. 

There is obviously much that is attractive 
to any accountant in this doctrine that his 
opinions should err, if at all, on the side 
of safety. Many an auditor has consoled 
himself with the reflection that the finan- 
cial position of a business is ‘‘at least -as 
good’’ as that shown in the balance sheet 
which he has audited. Moreover, caution 
in financial matters is universally acknow- 
ledged to be a virtue—by owners and 
lenders if not by borrowers. And, finally, 
all accounting work is done within a frame- 
work of legal prescription ; it is, therefore, 
not at all surprising that accountants have 
been more concerned with avoiding the 
consequences of neglect of legal require- 
ments, such as the requirement that divi- 
dends must not be paid out of capital, than 
with apparent illogicalities in accounting 
theory. 


But, in spite of these powerful buttresses 
to conservatism, the whole structure of the 
accounting rules by which it is put into 
effect has lately been vigorously assailed; 
and even those who have sought to defend 
them have abandoned dogmatism and have 
tried to find a logical basis for the rules." 


Outright critics of conservatism have 
opposed it on one or other of the following 
grounds— 


(a) eonservatism serves best the interests 
of creditors and long-term share- 
holders: it is much less easily justi- 
fied as a means of serving the 
interests of short-term shareholders, 
managers (who need careful meas- 
urement of results and financial 
position rather than ‘‘safe’’ state- 
ments), government agencies or the 
general public; 
whilst under-statement of assets in 
balance sheets may be more or less 
consistent from year to year, under- 
statement of profit in one profit and 
loss statement inevitably produces 
over-statement of profit in some 





15 See, e.g., Anson Herrick; Inventory Pricing 
Problems: The Journal of Accountancy, May, 
1948, p. 391. ‘*While accountants may con- 
tinue to use the expression ‘lower of cost or 
market’ in statement presentation they should 
think of it as the ‘lower of cost or residual 
useful cost’ ’’. 
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future profit and loss statement: the 
tendency to-day is to emphasise the 
importance, for the newer uses of 
accounting, of profit and loss state- 
ments ; 

a policy of conservatism defeats its 
own ends: if conservatism is gener- 
ally practised in accounting state- 
ments, each user of an accounting 
statement will make his own guess at 
the extent of the under-statement 
and, in doing so, will very likely 
exaggerate it; 

the chief use of accounting state- 
ments is the study of trends, which 
is best carried out by comparison 
of successive statements: conserva- 
tism interferes with the process of 
analysis through comparison by dis- 
torting the statements ; 
conservatism, involving apparently 
conflicting rules, leads to popular 
distrust of accounting and to wide- 
spread misconceptions of the nature, 
uses and limitations of accounting 
statements ; 


conservatism is a tradition without 
any theoretical foundation to which 
accountants conform without critical 
considerations ;'® 

financial policy, determined in the 
light of accounting data, is distinct 
from the data itself: the virtue of 
conservatism lies in its open use in 
formulation of policy, not in its con- 
cealed use in the preparation or 
presentation of accounting data. 

So far as English accounting doctrine 
is concerned, the last-mentioned argument 
has triumphed. Conservatism as an 
accounting doctrine has been discarded: 
disclosure and its concomitant, consistency, 
are now the order of the day. The English 
Companies Act, 1947, based on the report 
of the Cohen Committee, gives legislative 


16 Cf. William A. Paton: Accounting Procedures 
and Private Enterprise, The Journal of 
Accountancy, April, 1948. ‘‘The most objec- 
tionable and obstructive tradition of accounting 
is conservatism, so-called. Accountants gener- 
ally, without fully understanding what they 
are doing, kow-tow to this tradition. The text- 
books make it a cardinal virtue, and the prac- 
tising accountant feels that any proposal seek- 

ing to broaden the horizon of accounting is 
effectively squelched if excuse can be found for 
referring to it as non-conservative.’’ 
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sanction to the new doctrines, just as the 
1929 Act, based on the report of the 
Wilfred Greene Committee, represented 
legislative endorsement of the then-current 
doctrine of conservatism. That is why The 


Times described July 1, 1948 (the day on 
which the accounts provisions of the 1947 
Act came into full force) as a ‘‘red letter 
day for companies.’’!? 


III. TRANSLATING ACCOUNTING DocTRINE 


INTO STATUTORY REQUIREMENTS. 


The course of events in recent years in 
England is a striking example of the usual 
sequence. Improvement in accounting 
standards begins with isolated action by a 
few progressive accountants and companies, 
often stimulated by academic criticism of 
existing practices; it grows in strength as 
the circle of converted opinion widens; in 
due course the higher standards become 
doctrines ; and eventually the doctrines are 
reflected in legal requirements. What dis- 
tinguishes the recent events from similar 
happenings in the past is that this time the 
developments have been extraordinarily 
rapid and that, for the first time in the 
history of English accounting, new doc- 
trines have been clearly and specifically 
formulated by an authoritative association 
of accountants. 


Between 1943 and 1945 the Council of 
the Institute of Chartered Accountants in 
England and Wales issued for the guid- 
ance of members a series of ‘‘Recommen- 
dations on Accounting Principles’’, in 
which the doctrines of disclosure and con- 
sistency were unequivocally endorsed and 
the doctrine of conservatism in accounting 
denounced. These recommendations are 
closely linked with the evidence given on 
behalf of the Institute before the Cohen 
Committee in 1943, and consequently with 
the recommendations of the Cohen Com- 
mittee and the provisions of the 1947 Act. 





17 The Times City Notes, July 1, 1948. ‘‘ Certainly 
the opportunities for discreet cushioning of 
good years against bad, favoured by many 
sound and conservative companies, will be 
sharply restricted. In some cases at least pub- 
lished results may be better in good years and 
worse in bad years than past results have indi- 
We 6 «6 


The Australian Accountant 


September, 1948 


Naturally, difficulties have been experi- 
enced in translating the recommendations 
of the Institute into statutory require. 
ments; and it has already been found that, 
in some respects, the provisions of the Aet 
are not in precise agreement either with 
the wording or with the spirit of the 
recommendations. To resolve certain doubts 
as to the construction of particular 
sections of the Act and Schedules, the 
eouncil of the Institute has taken the 
opinion of eminent counsel on _ specifie 
points. Counsel’s opinions and further 
recommendations by the Institute have been 
included in a booklet, entitled Notes on 
The Companies Act, 1947, issued by the 
Institute this year. 


These divergencies between the require- 
ments of the Act and the recommendations 
of the Institute may, of course, have been 
saused by the unwillingness of the Cohen 
Committee and of the legislature to accept 
in their entirety the recommendations of 
the Institute. They may also have been 
due to defects or inconsistencies in the 
recommendations, or to misunderstandings 
arising from the complexity of the task of 
drafting the new Act. 


The Institute booklet refers to the possi- 
bility that it may be found necessary te 
seek amendment of some of the require- 
ments of the Act; and, fortunately, the 
making of such amendments as may from 
time to time be found desirable will be 
facilitated by the placing in Schedules to 
the Act of detailed requirements as to the 
form and contents of balance sheets and 
profit and loss statements, and by the 
power given to the Board of Trade by 
regulation to alter or add to the require- 
ments of the Act as to those matters. In 
some of the instances in which it has been 
found that the Institute’s recommendations 
are not in accordance with counsel’s inter- 
pretation of the requirements of the Act, 
however, the Institute has had no alterna- 
tive but to amend its original recommen- 
dations. This is mueh to be regretted, 
because, though some of the expressions 
used in the recommendations were open to 
objection as formal statements of modern 
accounting theory, there are at least two 
points on which the terms of the original 
recommendations were preferable to the 
revised version. 
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Accounting Doctrine and English Companies 
Act—continued. 

In order to discuss the differences 
between the statement of accounting theory 
embodied or implied in the original recom- 
mendations of the Institute and the require- 
ments of the Act, it is first necessary to 
consider the principal ways in which the 
recommendations sought to ensure, or at 
least encourage, adherence to the doctrines 
of disclosure and consistency and abandon- 
ment of the doctrine of conservatism. 


The theory underlying the recommen- 
dations was that the financial position ‘‘can 
be more readily appreciated if the various 
items in the balance sheet are grouped under 
appropriate headings’’ and ‘‘a proper view 
of the trend of the results can be obtained 
only if certain principles are consistently 
applied and if profits or losses of an excep- 
tional nature or relating to previous periods 
are stated separately in the profit and loss 
account’’.5 

In general, the recommendations ap- 
proached the problem through three dis- 
tinct, but closely-related, channels: 

(a) specification of certain items which 
should be separately stated in bal- 
ance sheets or in profit and loss 
statements, 
removal of ambiguities and other 
causes of obscurity by classification 
of balance sheet or profit and loss 
statement items into logical groups, 
and 
standardisation of the meaning of 
accounting terms hitherto commonly 
used in accounting statements, al- 
most indiscriminately, to describe 
essentially different kinds of items. 


[tems to be separately stated in the bal- 
ance sheet and the manner of their group- 
ing were: 

(i) Share Capital; 

(ii) Reserves of a revenue nature, in- 
eluding any undistributed bal- 
ance, or, by deduction, any ad- 
verse balance on profit and loss 
account ; 

Capital and other Reserves not 
normally regarded as available 
for distribution as dividend ; 

(A sub-total of Share Capital 


18 Recommendation (viii). 





( xiii) 
(xiv) 
(xv) 


(xvi) 


(xvil) 


( Xviii ) 


(xix) 
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and Reserves to be given ‘‘to in- 
dicate the members’ interest in 
the Company). 

Debentures, Mortgages and Long- 
Term Liabilities ; 

Aggregate amounts owing to sub- 
sidiary Companies; 

Aggregate amounts owing to Sub- 
subsidiary Companies ; 

(Items (v) and (vi) to be shown 
under lone-term Liabilities, Cur- 
rent Laibilities, or as a separate 
group, according to their nature). 
Trade liabilities, bills payable 
and accrued charges: 

Bank loans and overdrafts; 
Other short-term loans; 

Interest accrued on Debentures 
and long-term Liabilities ; 
Provision for Current Taxation; 
Provisions to meet commitments 
or contingencies where the 
amounts involved cannot be de- 
termined with substantial acecu- 
racy ; 

(Items (vii) to (xii) inclusive 
to be grouped together as Cur- 
rent Liabilities and Provisions). 
Goodwill, Patents and Trade- 
marks ; 

Freehold Land and Buildings ; 
Leaseholds : 

Plant, Machinery and 
ment ; 

Investments acquired and inten- 
ded to be retained for trade pur- 
poses ; 

(Items (xiii) to (xvii) inclusive 
to be grouped together as Fixed 
Assets; and, where practicable, 
to be shown at cost, and the 
aggregate of the provisions for 
depreciation and for diminution 
in values up to the date ofethe 
balance sheet to appear as deduc- 
tions therefrom.) 

Shares in and amounts owing 
from Subsidiary Companies ; 
Shares in and amounts owing 
from Sub-subsidiary Companies ; 
(Items (xvill) ang (xix) to be 
shown under Fixed Assets, Cur- 
rent Assets, or as a separate 
group, according to their nature. ) 
Stock-in-trade and Work-in-pro- 


gress 5 


Equip- 
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(xxi) Trade and other Debtors, pre- 
payments and Bills Receivable ; 

(xxii) Investments held as part of the 
liquid resources of the company ; 

(xxiii) Bank balances and cash; 

(Items (xx) to (xxiii) inclusive 
to be grouped together as Cur- 
rent Assets. ) 

(xxiv) Debts of material amount not due 
until after the lapse of one year 
from the date of the balance 
sheet ; 

(To be separately grouped and 
‘“suitably deseribed’’.) 

(xxv) Preliminary and Issue Expenses. 

It will be noticed that these balance sheet 
items were to fall into one group of Capital 
and Reserves, two (or possibly three) 
groups of Liabilities, and two (or possibly 
three, four or five) groups of Assets. Basic- 
ally, a balance sheet prepared so as to 
comply with the recommendations might 
therefore be thought of as being arranged 
in three divisions—Capital and Reserves, 
Liabilities, and Assets—with sub-division 
of each into two or more groups. It would 
thus accord with what is known technically 
as the accounting equation, or balance sheet 
equation, on which the system of double- 
entry book-keeping is founded. This equa- 
tion is: 

Capital and Reserves plus Liabilities = 
Assets, or, as some people prefer to 
express it, and as some balance sheets 
are presented, 

Capital and Reserves 
Liabilities. 

A distinctive feature of the equation is 
that every item in it is important, not 
merely as contributing to the equivalence 
of the two sides, but also as an exhaustive 
and exclusive group of items of similar 
character. Put in another way, like any 
other effective classification, the divisions 
of a balance sheet should be exhaustive and 
mutually exclusive, each division should 
contain homogeneous items only, and the 
sub-divisions’ of each division should con- 
form to the same principles. If we accept 


Assets minus 


these principles of classification, we must 
preserve the integrity of each group in the 
balance by careful avoidance of mixed items 
or groups, and by unambiguous descrip- 
tions of every item and every group in the 
balance sheet. 
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In the early phases of their training, 
accountants are necessarily well-drilled in 
the book-keeping convention that debits are 
sharply to be distinguished from credits, 
The entries in books of account strictly pre- 
serve this convention, and the antithesis 
between debits and erédits is so firmly en- 
trenched in the daily practice of book- 
keeping and accounting that it is second 
nature to every accountant. Naturally this 
encourages the misconception that the bal- 
ance sheet equation is: 
Credit balances = Debit balances. 

Such a concept of the equation is fatal 
to logical arrangement of a balance sheet. 
It overlooks the important point that a 
credit balance in a ledger may represent 
either a positive liability or proprietorship 
item or, on the other hand, a negative asset 
item. Similarly a debit balance in a ledger 
may represent either a positive asset item 
or, on the other hand, a negative liability 
or proprietorship item. Thus, the proper 
form of the balance sheet equation might 
be expressed in expanded form as: 
(Positive Capital and Reserves items 
less negative Capital and Reserves 
items) plus (Positive Liability items 
less negative Liability items) = Posi- 
tive Asset items less negative Asset 
items. 


The important distinction between credit 
balances which are positive liability or 
proprietorship balances and those which 
are negative asset balances, and between 
debit balances which are positive asset bal- 
ances and those which are negative liability 
or proprietorship balances, was well pre- 
served in the original recommendations of 
the Institute. Two points in particular 
should be noted: 


(i) the recommendation that provisions 
for depreciation of fixed assets 
(credit balances in the ledger) 
should be shown as deductions from 
the relevant fixed assets (debit bal- 
ances in the ledger) : this is an in- 
stance of the proper treatment of a 
negative asset item; 

(ii) the recommendation that any ad- 
verse balance on profit and _ loss 
account (a debit balance in the 
ledger( should be shown as a deduc- 
tion from Reserves of a revenue 
nature (credit balances in the 
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Accounting Doctrine and English Companies 
Act—continued. 
ledger): this is an instance of the 
proper treatment of a negative 
reserve item.’ 

Preservation of the distinction in balance 
sheet classification is not only demanded 
by logic: it is also a vital aspect of dis- 
closure. It is easy to understand the deri- 
sion with which the uninitiated have often 
greeted balance sheets which showed accum- 
ulated losses as assets, and provisions for 
depreciation as Reserves. If these are 
correct classifications then the road to 
wealth is easy: a company has only to 
incur losses in order to increase its assets 
and to wear-out its plant in order to in- 
crease its reserves. 

The recommendations specifically 
igned to remove obscurities resulting from 
ambiguous descriptions related mainly to 
the terms ‘‘provisions’’ and ‘‘reserves’’. 
These terms had commonly been regarded 
as interchangeable, but the council of the 
Institute recommended that: 

‘“(a) The term ‘reserve’ should be used 
to denote amounts set aside, out of 
profits and other surpluses, which 
are not designed to meet any lia- 
bility, contingency, commitment or 
diminution in value of assets 
known to exist as at the date of 
the balance sheet; and 
The term ‘provision’ should be 
used to denote amounts set aside 
out of profits or other surpluses 
to meet: 

(i) specifie requirements — the 
amounts whereof can be esti- 


des- 





19 As illustrations of the strength of the habit of 
thinking of the two sides of the balance sheet 
equation as consisting of credit and debit 
balances respectively, it may be mentioned that 
an illustration in The Economist of March 6, 
1948, of a balance sheet in ‘‘new’’ form 
showed debit balance on Profit and Loss 
Account on the ‘‘assets’’ side and Provisions 
grouped with Current Liabilities. Also, the 
opinion of counsel consulted by the Institute on 
the question of classification of assets into 
‘feurrent’’ and ‘‘fixed’’ contained the follow- 
ing sentence. ‘‘We appreciate that the arbi- 
trary division of assets into two classes may 
lead to difficulty in cases where neither fixed 
nor current would be a natural description to 
apply, e.g. advances to subsidiaries, expenditure 
such as preliminary expenses, discount on 
debentures or an adverse balance on profit and 
loss account’’. (Notes on the Companies Act, 
1947: p. 37). 
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mated closely; and 

specific commitments, known 
contingencies and diminutions 
in values of assets existing as 
at the date of the balance sheet 
where the amounts involved 
cannot be determined with 
substantial accuracy.’’*° 


(ii) 


In my humble opinion, there were defects 
in these definitions of the two terms as 
formal statements of modern accounting 
doctrine. I shall refer to these defects 
later; for the present, it is sufficient to 
note that the recommendations, combined 
with those relating to the grouping of bal- 
ance sheet items,*! involved a distinction 
between Reserves, to be included in the 
Capital and Reserves group, and Pro- 
visions, to be either deducted from Fixed 
Assets or included in the Current Liabilit- 
ies and Provisions group, according to their 
purpose and to their nature as negative 
assets or positive liabilities. 

The recommendations went on to indi- 
cate important specific items to which one 
or other of the terms should be applied. 
For instance, Recommendation (x) des- 
cribed the considerations which should bé 
borne in mind in establishing the proper 
basis of ‘‘valuation’’ of stock-in-trade for 
balance sheet purposes,** and concluded 
with the observation that ‘‘any reduction 
in stock values which exceeds the pro- 
visions embodied in the above recommen- 
dations is a reserve and should be shown 
as such in the accounts’’. Thus the writing 
down of stock-in-trade below cost might 
involve two steps—writing down by means 
of a negative asset provision to lower of 
cost or market, and retention of profit in 
a reserve to reduce the ‘‘value’’ below the 
lower of cost or market. Similarly, recom- 
mendation (ix) described acceptable 
methods of providing for depreciation of 
fixed assets, and concluded with ‘‘amounts 





20 Recommendation (vi). 

21 Recommendation (viii), supra. 

2 In effect, the lower of cost or market rule was 
accepted, without examination of its theoretical 
justification, as the ‘‘normal’’ basis. Note, 
however, that a member. of the council of the 
Institute, F. R. M. de Paula. subsequently ex- 
pressed his personal opinion that, in profit and 
loss accounts and balance sheets prepared for 
management, provision for anticipated losses 
on realisation of stock should. be shown as a 
separate item. The Accountant, January 25, 
1947. 


oe 
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set aside out of profits for obsolescence 
which cannot be foreseen, or for a possible 
increase in the cost of replacement, are 
matters of financial prudence. Neither can 
be estimated with any degree of accuracy. 
They are in the nature of reserves and 
should be treated as such in the accounts’’. 
Here again the writing down of fixed assets 
might be done in two steps—a negative 
asset provision for exhaustion of the asset 
by use or time and retention of profit in 
a reserve to meet the possibilities that the 
asset might become obsolete before its esti- 
mated service-life was finished or that its 
replacement would cost more than its orig- 
inal cost. 

Turning now to the recommendations re- 
lating to the form and contents of the 
profit and loss statement, we find the same 
insistence on clear disclosure and on con- 
sistency, as between successive accounting 
periods, in the accounting principles 
applied. In particular, attention is drawn 
to the need for disclosure of any changes 
of a material nature, such as a variation 
in the basis of stock valuation or in the 
method of providing for depreciation or 
taxation, if the effect of the change is to 
distort the results. Moreover, ‘‘the account 
should disclose any material respects in 
which it includes extraneous or non-recur- 
rent items or those of an exceptional 
nature, and should also refer to the omis- 
sion of any item relative to, or the inclusion 
of any item not relative to, the results of 
the perjod’’. The recommendations specify 
also certain items which should be separ- 
ately stated: these include: 

(i) Credits or charges in respect of pro- 
visions, other than those for specific 
requirements the amounts whereof 
can be estimated closely, and 

ii) Reserves made or withdrawn.?* 

These recommendations are clearly des- 
igned to prevent under-statement of results 
of operations for the year, concealed by 
ambiguous terminology or by redundant 
or excessive provisions: if observed, they 
would, of course, prevent over-statement 
of results, concealed by undisclosed draw- 
ing on redundant provisions or reserves 
ereated in previous years (which was pre- 





2% Recommendation (viii). 
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cisely the cause of all the trouble in the 
Royal Mail Steam Packet Co. Ltd. case), 

The detailed recommendations of the 
council of the Institute were naturally nof 
in such a form that they could have been 
incorporated in globo in a Companies Act, 
But both the Cohen Committee and the 
legislature have given very full endorse. 
ment to the spirit and intention of the 
council; and, in many respects, the langu- 
age of the new Act is almost identical with 
parts of the recommendations. 

Section 149 (i) of the Act (as repro- 
duced in the consolidating Bill which is at 
present before the legislature) provides 
that: 

‘*Every balance sheet of a company 
shall give a true and fair view of the 
state of affairs of the company as at 
the end of its financial year, and every 
profit and loss account of a company 
shall give a true and fair view of the 
profit or loss of the company for the 
financial year’’. 

Section 149 (2) provides that a com- 
pany’s balance sheet and profit and loss 
account shall comply with the requirements 
of the Eighth Schedule to the Act, so far 
as applicable thereto.** 

The Eighth Schedule (the requirements 
of which, it will be recalled, may be altered 
or added to by regulation by the Board of 
Trade )*° specifies a number of items which 
shall be separately stated in the balance 
sheet or the profit and loss account, and 
requires groupings of items to be observed 
and certain group headings to be used. It 
also includes, in Part iv, interpretations 
for the purposes of the Schedule of certain 
of the technical accounting terms used. 

For our present purposes, it will be un- 
necessary to refer in detail to all the 
requirements of the Eighth Schedule, and 
attention may be concentrated on require- 
ments which are significant in relation to 
the original recommendations of the Insti- 








24 Certain classes of companies are exempt from 
certain of the requirements of the Eighth 
Schedule; and, on the application or with the 
consent of a company’s directors the Board 
of Trade may modify in relation to that com 
pany any of the requirements of the Act # 
to the matters to be stated in a company’s 
balance sheet and profit and loss account. Se 
Section 149 (4) and Part III of the Eighth 


Schedule. 


25 Section 454. 
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Accounting Doctrine and English Companies 
" act—continued. 

tute. These concern matters of separate 
statement of specified items, of classifica- 
tion, and of definition of technical terms. 

Separate statement of specified items. 

The Schedule requires, inter alia, statement 
under separate headings of the aggregate 
amounts respectively of capital reserves, 
revenue reserves, and provisions (other 
than provisions for depreciation, renewals 
or diminution in value of assets).“® It also 
requires that there shall be shown in the 
balance sheet or in the profit and_ loss 
account or in a statement or report annexed 
thereto (unless the amount involved is not 
material) : 

a) Where the amount of the capital 
reserves, of the revenue reserves, 
or of the provisions (other 
than provisions for depreciation, 
renéwals or diminution in value of 
assets) shows an increase as com- 
pared with the amount at the end 
of the immediately preceding 
financial year, the source from 
which the amount of the increase 
has been derived; and 
Where— 

(i) the amount of the capital 
reserves or of the revenue 
reserves shows a decrease as 
compared with the amount at 
the end of the immediately 
preceding financial year ; or 
the amount at the end of the 
immediately preceding finan- 
cial year of the provisions 
(other than provisions for 
depreciation, renewals or dim- 
inution in value of assets) ex- 
ceeded the aggregate of the 
sums since applied and 
amounts still retained for the 
purposes thereof ; 

the application of the amounts 

derived from the difference.’’?7 

In the profit and loss account there is 

to be separate statement, inter alia, of : 

a) the amount charged to revenue by 
way of provision for depreciation, 
renewals or diminution in value of 
fixed assets ; 

b) the amount charged for income tax; 


*6 Eighth Schedule, Paragraph 6. 
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the amount, if material, set aside or 
proposed to be set aside to, or with- 
drawn from, reserves; 

if material, set aside to 
provisions other than provisions for 


47 / 
ble ainount, 


renewals or diminution 


le pres ation. 


me value f assets, or, as the case 


may be, the amount, if material, 
m such provisions and 


there 


withdrawn fro 
not applied for the purposes 
or 28 
If not shown, there 
stated by way of note 
‘‘any material respects in which items 
profit and loss account 


shail be 


otherwise 


shown in the 

are affected : 

a) by transactions of a sort not usu 
ally undertaken by the company 
or otherwise by circumstances of 
an exceptional or non-recurrent 
nature; or 

b) by any change in the 
accounting. ’’”® 


basis of 


Classification and Group Designations. 
Paragraph 4 of the Schedule requires that, 
in the balance sheet : 

‘*(1) The reserves, provisions, liabilities 
and fixed and current assets shall 
be classified under headings appro- 
priate to the company’s business : 
Provided that— 

a) where the amount of any 
class is not material, it may 
be included under the same 
heading as some other class ; 
and 
where any assets of one class 
are not separable from assets 
of another class, those assets 
may be included under the 
same heading. 

2) Fixed assets shall also be distin- 
ruished from eurrent assets. 
The method or methods used to 
arrive at the amount of the fixed 
assets under each heading shall be 
stated.’’ 

It will be noted that sub-paragraph (3) 
refers to the method used to arrive at the 
amount of the fired assets only. Paragraph 
8 (7), however, requires statement, by way 
of note, if in the opinion of the directors 
any of the current assets have not a value, 





Paragraph 7. 
28 Paragraph 12. 
29 Paragraph 14 (6). 
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Act—continued. 
on realisation in the ordinary course of the 
company’s business, at least equal to the 
amount at which they are stated, of the 
fact that the directors are of that opinion. 
Paragraph 8 (8) requires statement by way 
of note of the aggregate market value of 
the company’s quoted investments, other 
than trade investments, where the amount 
at which such investments are stated differs 
from the aggregate market value. 

Paragraph 5 requires (in terms which, 
because of the necessity to meet transitional 
difficulties in the early stages of operation 
of the Act, are unavoidably complex) that 
accumulated provisions for depreciation or 
diminution in value of fixed assets shall 
be shown as deductions from the cost, or if 
they stand in the company’s books at a 
valuation, the amount of the valuation of 
the fixed assets. 

There are no specific requirements as to 
the grouping of items in the profit and loss 
statement. 


Definition of Technical Terms. 


Part IV defines for the purpose of the 
Schedule the terms ‘‘provisions’’ and 
‘‘reserve’’ as under: 


a) the expression ‘provision’ shall .. . 


mean any amount written off or 
retained by way of providing for 
depreciation, renewals or diminu- 
tion in value of assets or by way of 
providing for any known liability 
of which the amount cannot be 
determined with substantial aceu- 
racy ; 
the expression ‘reserve’ shall not 
include any amount written 
off or retained by way of provid- 
ing for depreciation, renewals or 
diminution in value of 
retained by way of providing for 
any known liability.”’ 


assets or 


In this paragraph the exression ‘‘lia 
bility ’’ shall include all liabilities in respect 
of expenditure contracted for and all dis- 
puted or contingent liabilities. 

Part IV also provides that ‘‘ where: 

(a) any amount written off or retained 
by way of providing for depreci- 
ation, renewals or diminution in 
value of assets, not being an amount 
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written off in relation to fixed assets , 
before the commencement of this 
Act: or 
b) any amount retained by way of pro- 
viding for any known liability ; 
is in excess of that which in the opinion of 
the directors is reasonably necessary for the 
purpose the excess shall be treated for the 
purposes of this Schedule as a reserve and 
not as a provision.”’ 

Comparison of the phraseology of the 
Act with that of the recommendations of 
the Council of the Institute shows clearly 
that a definite attempt has been made in 
the Act to give legislative sanction to the 
accounting doctrines on which the recom- 
mendations were based. It shows also (des- 
pite the echoes of the Institute’s phrase- 
ology in the definitions of ‘‘provisions’’ 
and ‘‘reserves’’ and in such expressions as 
‘*set aside’’, ‘‘written off’’, ‘‘retained’’, 
‘diminution in value of fixed assets’’) the 
(lifficulties experienced in translating into 
legal requirements a series of technical 
recommendations to technical men. 

In any attempt at such translation there 
are evident risks that some important as- 
pects of the technical recommendations 
may not be accurately reflected in the 
statutory requirements. The position would 
then be that accounting doetrine, as enun- 
ciated by the highest accounting authorit- 
ies, would conflict with statutory require- 
rnents—a most undesirable state of affairs. 
This has in fact already occurred, and the 
Institute has, naturally, taken immediate 
steps to clarify the position. In some in 
stanees, the conflicts have been satisfac 
torily resolved or are on the way to reso- 
lution: in others, it has been necessary for 
the Institute to amend its original recom- 
mendations, and the amendments are not 
improvements from the standpoint of 
accounting theory. 

The requirement, in Paragraph 4 of the 
Eighth Schedule that fixed assets shall be 
distinguished from current assets raises the 
question whether every asset is to be des- 
cribed as either fixed or current. The terms 
‘*fixed’’ and ‘‘current’’ are not defined in 
the Act, but in the recommendation of the 
Institute ‘‘current assets’’ were defined as 
‘*assets held for realisation in the ordinary 
course of business’’ and ‘‘fixed assets”’ 
were stated to include such assets as good- 
will, patents and trade-marks, freehold 
land and _ buildings, leaseholds, plant, 
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machinery and equipment, and investments 
acquired and intended to be retained for 
such purposes’’. In the terms of these 
definitions, some ‘‘assets’’, such as discount 
on debentures and preliminary and issue 
expenses, would not be properly classified 
as either fixed or current. After taking 
counsel’s opinion the Institute discussed 
the point with the Board of Trade and was 
‘‘authorised to state that no objection will 
be taken to an not being described 
as fixed or current if to do so would not 
be a true and fair description, provided the 
nature of the asset is clearly stated.’’*’ An 
eminently satisfactory outcome. 


asset 


lt is satisfactory also to find that coun- 
sels’ opinion on the interpretation of the 
Schedule supports the opinion of the Insti 
tute that ‘‘any amount set aside (e.g. for 
the purpose of providing finance for the 
replacement of assets at an increased price 
level) without the intention of charging the 
cost of replacement against the amount set 
aside would be a reserve and not a pro- 
vision. ’’3! 

The requirement that the aggregate 
amounts of, inter alia, provisions (other 
than provisions for depreciation, renewals 
or diminution in value of assets) shall be 
stated under a separate heading also raised 
doubts. 


The Institute has added to its original 
recommendations the following: 
‘‘On a proper grouping of the balance 
sheet some provisions will not be suit- 
able for aggregation: for example, 
where some provisions are liabilities 
and others are not. In such eases, an 
‘aggregate’ should be regarded as a 
minimum requirement intended to 
assist the unnecessary disclosure of 
separate items which individually have 
no significance : it should not be treated 
asa restriction operating against the 
presentation of a true and fair view.’’ 
This interpretation avoids the necessity 
of amending the original recommendations 
in such a way as seriously to interfere with 
their insistence on proper preservation of 
the integrity of the three basic divisions of 
the balance sheet. 





30 Notes on the Companies Act, 1947, p. 37. 
31 Notes on the Companies Act, 1947, p. 47. 
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The original definition by the Institute 
of ‘‘provisions’’ was expressed in such 
terms that proposed dividends fell within 
its scope.*? The definition of ‘‘provision’”’ 
in Part IV of the Eighth Schedule to the 
Act apparently excludes divi- 
dends. 

The 
original 


proposed 


has therefore amended its 
under 


Institute 
recommendation as 
a) The word ‘provision’ should cease 
to be used to denote amounts set 
aside to meet specific requirements 
the amounts whereof can be esti 
mated closely :such amounts should 
be erouped with creditors, since 
they represent liabilities or ac- 
cruals ; 
Amounts set aside to meet deferred 
repairs the execution of which is a 
contractual or statutory obligation 
(e.g. under a dilapidations clause 
of a lease) should be treated as lia- 
bilities if the amounts can be deter- 
mined with substantial accuracy, 
and as provisions if the amounts 
cannot be so determined; 
Other amounts set aside to meet 
deferred repairs because they are 
regarded as charges necessary to 
the correct computation of profits 
should be treated as provisions, on 
the footing that they are closely 
analogous to amounts provided for 
renewals (which are specifically 
required to be treated as provi- 
sions) and differ from these in 
degree rather than in character.’’*% 

This compromise also preserves the integ- 
rity of the three balance sheet subdivisions, 
since liabilities and provisions such as those 
in question fall within the same division, 
Liabilities and Provisions. 

It will be recalled that the Institute’s 
original recommendations as to the separ- 
ate statement of items in the balance sheet 
and the grouping of balance sheet items 
placed Provision for Current Taxation in 
the Current Liabilities and Provisions 
group. Recommendation (ili) also stated 
that ‘‘the charge for income tax should be 
based on the profits earned during the 


32 Recommendation (vi) ineluded within the defi- 
nition of provisions ‘‘specifie requirements the 
amounts whereof ean be estimated closely’ 
Notes on the Companies Act, 1947, p. 49. 
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period covered by the accounts’’. Admit- 
tedly it is true that such profits are not 
assessed to tax until some time later; and 
that, on the date as at which a balance 
sheet is drawn up, it may not even be 
known with certainty that income tax will 
be levied for that year. But the company 
director who imagined that, because an 
Income Tax Assessment Act had not yet 
been passed, his company would escape 
income tax on the profits of the year would 
surely be an incurable and reckless optim- 
ist; and the amount of the liability which 
will almost certainly accrue in the future, 
in respect of the profits shown in the 
accounts now being presented, can usually 
be determined with substantial accuracy. 
There is, therefore, sound reason for treat- 
ing it as a provision for a current liability. 
Unfortunately, counsels’ interpretation of 
the requirements of the Eighth Schedule 
apparently rules out this description, and 
the Institute has been obliged to amend its 
previous recommendations. Its new recom- 
mendation is: 
‘*The Council’s previous recommen- 
dation on the treatment of taxation in 
accounts requires amendment in the 
following respects— 

(a) the word ‘provision’ ceases to 
be applicable to amounts set 
aside to meet future income tax, 
such amounts should in all cases 
be grouped with reserves: the 
alternative of stating them sep- 
arately as deferred liabilities 
ceases to be available.’’** 


(b 


This is in the nature of a disaster, for 
an item which, in accordance with sound 
accounting doctrine, properly falls within 
the Liabilities division of a balance sheet 
has been forced, by statutory requirement 
clearly intended to give sanction to that 
doctrine, into the Capital and Reserves 
group. One would hope that some way will 
be found to amend the Act so as to remove 
this anomaly. Its effect is to make it appear 
that a new way to add to one’s reserves is 
to incur additional liabilities for income 
tax! I doubt whether Mr. McGovern would 
eare to use that argument as a means of 
reconciling us to his annual demands. 





24 Notes on the Companies Act, p. 50. 
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PosstsLE Re-STATEMENT OF CURRENT 
ACCOUNTING DocTRINE. 


IV. 


[ referred earlier to the fact that, in my 
opinion, there were some defects in the 
phraseology used in the recommendations 
of the council of the Institute as formal 
statements of modern accounting doctrine. 
| hope that, in thus boldly taking it upon 
myself to criticise the recommendations, | 
shall not be suspected of trying to derogate 
from the value of the work which the 
council has done. The recommendations, 
taken as a whole, were a magnificent 
achievement : they have done much to bring 
about greatly needed reform of the com- 
pany law, and they will certainly do even 
more to raise standards of accounting state- 
ment presentation above the minimum re- 
quirements of the law. Any comments I 
make are intended to be constructive ; they 
are made from the standpoint of a teacher 
who has been trying for many years to 
develop in the minds of his students a con- 
sistent philosophy of accounting, and who 
fears that, in some respects, the language 
of the recommendations may hinder that 
development. It so happens, also, that 
some of the defects in the wording of the 
recommendations are closely connected with 
the difficulties which have arisen in recon- 
ciling the recommendations with the re- 
quirements of the new Act. 

The first point of criticism relates to the 
designation ‘‘fixed assets’’ and to the test 
suggested by the Institute for distinguish- 
ing between current assets and fixed assets. 
The term ‘‘fixed assets’’ is well established 
in accounting and legal terminology, but 
it is not a good expression. It is ambigu- 
ous, because it might mean fixed in the 
physical sense or fixed in the sense of per- 
manency. The accounting meaning, per- 
manent, may be clear to accountants, but 
many readers of accounting statements are 
never able to understand why an autv- 
mobile, a ship or a locomotive is described 
as fixed. A more serious objection is that, 
in fact, no asset—with the possible excep- 
tion of land used for some purposes—is 
permanent. The use of the expression is 
a classic example of the tendency of over- 
statement in accounting terminology. The 
Institute’s recommendations distinguish 
between the two classes of assets by apply- 
ing the test of purpose or intention with 
which assets are held. Current assets are 
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“held for realisation in the ordinary course 
of business’’: fixed assets, ‘‘are held with 
the object of earning revenue and not for 
the purpose of sale in the ordinary «ourse 
of business’’. But a ‘‘fixed’’ asset, such as 
a machine, is consumed in the process of 
making goods just as surely as, though 
usually more slowly than, the raw material 
from which the goods are fashioned; and 
neither is held for the purpose of sale in 
its present state. So the true test would 
seem to be, not whether assets are to be 
realised, but the rate at which they are to 
be consumed. 

Hence, it would be preferable, on the 
ground that ‘‘fixed’’ is an ambiguous and 
misleading term, to distinguish between 
“eurrent’’ and ‘‘non-current’’ assets, and 
to make the distinguishing test rate of con- 
sumption. Thus, current assets might be 
defined as assets which are intended to be, 
and in the ordinary course of business 
probably will be, consumed within a short 
period, say one year, and non-current assets 
as assets which are not intended to be, or 
in the ordinary course of business probably 
will not be, consumed within that period. 
Such a classification, (which, so far as the 
basis of distinction is concerned, is usual 
in American practice), would have avoided 
the difficulty which has arisen in connec- 
tion with the requirement of the Act that 
‘fixed assets shall be distinguished from 
current assets’’. 

The second, and perhaps the more impor- 
tant point of criticism, concerns the defini- 
tion of provisions, and the test applied in 
distinguishing between ‘‘provisions’’ and 
‘“‘reserves’’. As we have seen, the definition 
of provisions in the Institute’s original 
recommendations covered two _ distinct 
kinds of items, which we may eall nega- 
tive asset items (e.g. provision for depreci- 
ation) and liability provisions (e.g. pro- 
vision for proposed dividend or for tax- 
ation). The use of a common term to des- 
eribe such essentially different items is 
undesirable, atid it unnecessarily compli- 
cates the problem of distinguishing between 
a provision and a reserve. 

The test applied by the Institute in dis- 
tinguishing between a provision and a 
reserve is the test of certainty. A reserve 
is an amount, set aside out of profits and 
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other surpluses, which is not designed to 
meet any liability, contingency, commit- 
ment or diminution in value of assets 
known to exist as at the date of the balance 
sheet. A provision, on the other hand is 


an amount set aside out of profits or other 
surpluses to meet specific requirements the 
amounts whereof can be estimated closely, 
or specific commitments, known contingen- 


cies and diminutions in values of assets 
existing as at the date of the balance sheet 
where the amounts cannot be determined 
with substantial accuracy. The test applied 
in the Act is similar, though not precisely 
the same. A provision is any amount 
written off or retained by way of providing 
for depreciation, renewals or diminution in 
value of assets or retained by way of pro- 
viding for any known liability of which 
the amount cannot be determined with sub- 
stantial accuracy. The term ‘‘reserve’’ is 
defined by exclusion: it shall not include 
any amount written off or retained for the 
purposes referred to in the definition of 
provision. 

The significant differences between the 
two sets of definitions are: 
the use in the Institute’s reeommen- 
dations of the expression ‘‘set aside 
out of profits or other surpluses’’, 
whilst the Act uses the expressions 
‘‘written off or retained’’; 
the definition of provision in the 
Institute’s recommendation includes 
amounts set aside to meet specific 
requirements, whether the amounts 
thereof can or cannot be estimated 
closely, whereas the definition in the 
Act does not include amounts re- 
tained to provide for liabilities of 
which the amount can be determined 
with substantial accuracy ; 
the expression ‘‘liability’’ used in 
the definition in the Act is much 
more restricted than the expressions 
‘ requirements ’’, ‘‘ commitments ”’ 
and ‘‘econtingencies’’ used in the 
definition in the Institute’s reeom- 
mendations. 

Now, as we have seen, these differences 
in phraseology have produced difficulties in 
reconciling the recommendations with the 
statutory requirements and have led to the 
modification of the recommendations, with 
unfortunate results in one instance. If the 
expression ‘‘provision’’ had been restricted 


(@) 
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to negative asset items, and some other 
expression, such as ‘‘estimated liability for 
... ” or ‘allowance for ** had been 
used for liability items these difficulties 
need not have arisen. Moreover, obvious 
defects in the definitions, such as the use 
in the recommendations of the expression 
‘set aside out of profits or other sur- 
pluses’’, or the use in the Act of the expres- 
‘‘retained’’, to describe depreciation 
provisions could have been avoided. 


sion 


Provision for depreciation is not an 
amount ‘‘set aside out of profits’’, nor is 
it an amount ‘‘retained’’. It is a 
which should be included with other costs 
matched with income, in order to deter- 
mine profits. Sinee it enters into the 
determination of profits it cannot be said 
either to be set aside out of profits or to be 
retained put of profits. The appropriate 
test for distinguishing between negative 
asset provisions and reserves is thus 


cost, 


whether the item in question is a cost (in 
which ease it is ‘‘ provided for’’ or ‘‘ written 
off’? in the course of determining profits) 
or an amount retained from profits after 


they have been determined. If there were 
no ‘‘liability’’ provisions this test would 
be easily applied: the intrusion of liability 
items into the definition of provisions has 
obscured a comparatively simple issue. 


The use both in the Institute’s recom- 
mendations and in the Act of the expression 
‘‘diminution in values of assets’’ is also 
open to question. There is a widespread 
misconception that a balance sheet is in- 
tended to include a statement of asset 
values. This is not so: a balance sheet is 
simply a statement of the ledger balances 
which remain open after the process of 
matching costs with income has been com- 
pleted by preparation of a profit and loss 
account. It is highly undesirable that the 
phraseology used in accounting doctrine, or 
the expressions used in statutory require- 
ments, should tend to perpetuate misunder- 
standing of the nature of the balance sheet. 
The Institute’s recommendations speak in 
another place of depreciation as ‘‘that part 
of the cost of a fixed asset to its owner 
which is not recoverable when the asset is 
finally put out of use by him’’.*® There is 





35 Recommendation (ix). 
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here, it will be noted, no suggestion of dim- 
inution in value.- It is unfortunate that 
the concept of value should have crept into 
the definition of provision for depr 


Clation. 
V. CONCLUSION. 


U.S.A. and 


of discussions 


Accountancy in England, 
Australia is in the midst 
which may have far-reaching effects in the 
almost complete revision of 
doctrine which has only recently received 
authoritative endorsement by the profes. 
sional organisations. In particular, the 
rise in price levels during and since the war 
(some part, at least, of which will probably 
remain as a more or less permanent element 
in cost and price structures) has faced 
accountants with a problem which may in- 
volve re-orientation of our attitude towards 
the concept of depreciation as an allocation 
of money-cost among accounting periods. 
It has been urged by economists and by 
many accountants in England and U.S.A. 
that depreciation provisions should be 
based, not on original money-cost of exist- 
ing fixed assets, but on the estimated cost 
of replacement of the assets. The Insti- 
tute of Chartered Accountants in England 
and Wales and the American Institute of 
Accountants are both eommitted by recent 
official pronouncements to the view that 
original cost is the proper basis for depre- 
ciation in accounting, and that the accumu- 
lation of funds for the additional cost of 
replacement of fixed assets is a matter of 
financial policy. But this view is being 
strongly challenged by many accountants, 
both practising and academic, and there 
can be no doubt that the problem is one 
of the most important, as well as one of the 
most difficult, with which the profession has 
ever been faced. Accountancy journals 
overseas have bristled with controversy on 
the question for many months,** and the 
end has not yet been reached, by any 
means. Indeed, one of the foremost 
American authorities has said that the pro- 
posals for change in methods of accounting 


accounting 





36 See, e.g. F. R. M. de Padla, The Effect of 
Rising Price Levels upon the Capital Require 
ments of a Business: The Accountant, June 5, 
1948; Depreciation and the Price Level, A 
Symposium: The Accounting Review, April, 
1948; G. O. May, Property and Inventory 
Accounting as Related to Present-day Price 
Levels: The Journal of Accountancy, May, 
1948. 
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for depreciation are only ‘‘nibbles at a 
very difficult problem’’—that of finding a 
method of relating the whole of the items 
in a balance sheet to current price levels.** 
These are questions which are outside the 
scope of this lecture. They are mentioned 
only to illustrate the truth of the quotation 
with which the lecture began, ‘‘ Never 
before in its history has accountancy been 


in such a dynamic phase as the present’’. 
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I end as I began, on that note, with another 

quotation from F. R. M. de Paula :** 
‘Conditions change, new responsibilit- 
ies open out before us, and if, there- 
fore, we are to rise to our opportunit- 
ies, we must be ever watchful and 
adjust and add to our code of accepted 
basic principles. We live in a chang- 
ing world and our practices and pro- 
fessional technique must be adapted 
and altered accordingly.’’ 


BOOK REVIEWS 


Advanced Accounting, Volume II. By 
S. R. Brown. 
Price: £1 15s. 


This is the second of two volumes con- 
stituting a treatise on the principles and 
practice of accounting in Australia written 
for both the practising accountant and the 
student preparing for accountancy examin- 
ations. 

In the preface it is explained that the 
functional or routine work of accounting 
was treated mainly in Volume I, and that 
Volume II deals more with the interpretive 
functions of accounting. 

The earlier chapters of Volume Il handle 
special topics, including Fire Losses and 
Loss of Profits Insurance, Accounting in 
Insurance Organisations (in outline), the 
preparation of accounting reports for 
Banking Institutions, the Double Account 
System, Mining Company accounting and 
asystem of accounting suitable for Builders 
and Contractors. 

Another chapter deals with the planning 
of accounting systems and, for illustration, 
includes several interesting and informa- 
tive charts of accounts used by enterprises 
operating in Australia. 

Mechanised Accounting is well handled 
in Chapter 7, where the various applica- 
tions of the accounting machine and of 
punched card equipment are explained in 
detail. Photographs of the machines and 
the records they produce are given, along 
with a list of terms and their meanings. 





37 W. A. Paton, The Accounting Review, April, 


1948. 


The Law Book Co. of 


R. Kerry Yorston, E Bryan Smytu and 


Australasia Pty. Ltd. 1948, (pp. 591). 


The advantages of mechanised accounting 
over the manual system are featured in this 
chapter. 

Students will find valuable material in 
the chapter on Accounts from Incomplete 
Records. It is presented with particular 
clarity and thoroughness for this topic. 
Practising Accountants, too, should find it 
of assistance in cases where they are called 
upon to produce accounting reports from 
unsystematised records. 

The practitioner should find great value 
in the chapters dealing with the valuation 
of goodwill and of shares in Companies. 

Chapter 9 examines the nature, content 
and preparation of the Revenue Statement 
and Balanee Sheet. Several problems are 
considered including those of matching 
costs with revenue; division of income and 
expense between operating and non-oper- 
ating; and depreciation. 

The importance of the revenue statement 
receives due recognition in the light of 
modern accounting thought. This chapter 
is followed conveniently by one on the 
analysis of Financial Statements. 

The remaining chapters (13 to 19) deal 
thoroughly with Statistics as Applied to 
Accounting Data. Much value can be de- 
rived from these chapters, provided, as the 
authors point out, the devices explained 
and illustrated are used with care and 
understanding. 


38 The Accountant, January 25, 1947. 





314 


Book Reviews—continued. 

There are interesting and useful appen- 
diees at the end of the volume dealing with 
Ethics of the Accountaney Profession; 
Statutory Provisions relating to Accoun- 
tants and Auditors; Logarithmie and 
Annuity Tables. 

The volume throughout has a profusion 
of illustrations and worked examples which 
make it of practical value to students and 
practitioners alike. In addition, students 


Marginal! Costing. 
London. (Pp. vii + 117). 


The authors are Management Consultants 
in England, and their book out to 
interest the business community in the 
principles of Marginal Costs and Accounts. 
In the preface, they state they have had 
the opportunity of trying out this tech- 
nique in a sufficiently wide field to give 
them confidence in its efficiency. 

It is not intended to be a complete text, 
but only as a preparation for a better cost- 
ing technique. 

Marginal Cost is explained as the direct 
cost, consisting of direct material cost, 
direct labour cost, and direct factory ex- 
pense—all other expense of the business 
being not marginal but fixed (within cer- 
tain limits). This idea is developed further 
in the profit and loss statement where mar- 
ginal costs are set off against sales and, 
from the margin remaining, all fixed ex- 
penses for the accounting period are deduc- 


sets 


Developments in Cost Accounting. 


London. (Report, 52 pp.). 


This book contains the report of the Cost 
Accounting Sub-Committee of the Taxation 
and Financial Relations Committee of the 
Institute of Chartered Accountants in Eng- 
land and Wales, on developments in Cost 
Accounting. 

In the foreword, the President of the 
Institute explains that the report is largely 
intended to provoke further thought and 
development in a subject which has perhaps 
received too little attention from the pro- 
fession in the past, and yet is of rapidly 
growing importance. The names and pro- 
fessional or business connexions of the sub- 
committee members are given and show a 
broad representation of both fields of 
activity. 
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will find plenty of appropriate examination 
questions at the end of the chapters 

Another useful feature for the reader is 
the synopsis which appears at the com- 
menecement of each chapter. 

This text with its companion can be 
recommended to those desiring a compre- 
hensive and clearly presented work on 
modern accounting. 


L. H. Diruton 


IMPHREYS. MeDonald & Evans. 


ted resulting in a net profit or loss. This, 
it is to be noted, excludes from the value 
of stocks and work-in-process, any amount 
covering fixed expenses. 

Results from the technique of total costs, 
and from the conventional final accounts 
are compared with results from the Mar- 
ginal Cost technique. The former receive 
some eriticism. Three chapters, covering 
about one-third of the book, deal with price 
fixing where Marginal Cost technique is in 
use. 

The book puts the case for marginal cost- 
ing in strong terms and, while it may con- 
tain some ideas not found in present prae- 
tice, it is thought provoking, and to many 
readers would be a new idea. The further 
volume, describing marginal costing in 
operation, which the authors promise im 
their preface, would be interesting. 

L. H. DintoeN 


and Company (Publishers) Limited. 


The report comprises nine sections deal- 
ing concisely with topies such as account- 
ing development, the use of costs, past 
defects and remedies, integration of cost 
and financial records, elements of cost with 
particular attention to overhead expense 
allocation and a consideration of fixed and 
variable expense, standard costing, and 
uniform cost accounting. A number of 
informative diagrams and charts are given, 
including specimen operating statements 
derived from an actual system using flex- 
ible budgets and standard costs. 

It is not intended to be a text book, and 
therefore is not of great length or detail. 
At the same time, it embraces a surprising 
amount of material, and would seem to 
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justify the intention that it should provoke 
thought and development. Members of the 
profession and people concerned with the 
accounting side of business will find in this 
report much to interest them. 

The concluding remarks of the Sub- 
Committee are significant. ‘‘It is not 





Index 303-310. Price: £1 10s. 


{ am sure a wide range of readers, both 
in this country and overseas, will agree 
with me when | say that ‘‘Form-and Con- 
tents of Published Financial Statements’’ 
is the finest contribution yet made by 
Australian authors to the literature of 
accountancy. 

{t is an outstanding book, incorporating 
all those qualities which both satisfy and 
instruct the reader; and if there is any 
phase of accounting on which the profes- 
sion and the commercial community in 
Australia require enlightenment at the 
present time, then surely it is on this very 
subject. Until comparatively recently, the 
progress in the art of preparing the annual 
accounts of companies for presentation to 
shareholders has been obstructed, partly 
by prejudices, but chiefly by misunder- 
standings of the real purposes which these 
statements are intended to serve. In this 
respect, the authors have performed a 
signal service to the accountancy profession 
and the business community of Australia. 
Their treatment of this subject will do 
much to remove misunderstandings and 
there cane no doubt that their work will 
influence accounting thought and discussion 
along sound and progressive lines. They 
have brought out very clearly in simple 
non-technical language the basic consider- 
ations which underlie the preparation of 
the annual profit and loss account and the 
halanee sheet of a company. 


The timing of the publication is most 
opportune, as it corresponds with the recent 
recognition in Great Britain of the need 
for and the importance of adopting better 
technical standards in the preparation and 
presentation of the published financial 
statements of companies. In that country, 
it has been acknowledged for some time by 
the progressive members of the accountancy 
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Form and Contents of Published Financial Statements. 
G. E. Firzerraup. Butterworth & Co. 
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enough for the profession merely to prepare 
what is asked for by managements in their 
search for guidance; it is for the profession 
to show managements the information 
which can be made available and the ways 
in which it can be fully utilised.’’ 


L. H. Dion. 





By A. A. FITZGERALD and 


(Aust.) Ltd. Sydney 1948. Pp. 1-299. 


profession that improvements were long 
overdue, and agitation for reform has 
finally led to the ‘‘Accounts Provisions’’ 
of the English Companies Act being radi- 
eally altered, alterations which now make 
it compulsory for the directors of practi- 
cally all companies to observe a standard 
of disclosure in presenting their annual 
accounts which conforms very closely to 
the practices recommended by the Council 
of the Institute of Chartered Accountants 
in England and Wales. A new philosophy 
has been developed and accepted—the doc- 
trine of conservatism, as applied, or rather 
misapplied to published financial state- 
ments has been replaced by the doctrine 
of disclosure. Directors of companies in 
Great Britain are now required by the law 
to use the annual accounts as the means 
of informing shareholders of the essential 
financial facts of a company’s trading and 
financial position instead of, as in the past, 
using these accounts aS the means of obseur- 
ing the real effects of the financial policy 
which they have followed in the adminis- 
tration of a company’s affairs. 


In Australia, we are lagging behind 
Great Britain. The Council of the Insti- 
tute of Chartered Accountants in Australia 
has accepted, and, with slight and unim- 
portant modifications has adopted, the 
recommendations of the English Institute 
on this subject. The movement for reform 
has, therefore, commenced in Australia and 
by voluntary action on the part of some 
directors has already made some progress. 
It is obvious, however, that, as in Great 


Britain, statutory compulsion will be 


needed to achieve universal acceptance in 
this country of the new philosophy that it 
is in the interests of the shareholders that 
the annual accounts of companies should 
disclose and should not hide the real story 
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of a company’s financial affairs. Amend- 
ments to the ‘‘ Accounts Provisions’’ of the 
Australian Companies Act are inevitable. 
‘‘Worm and Contents of Published Finan- 
cial Statements’ therefore deals with a 
topical subject. ; 


The scope of the book is indicated by the 
Table of Contents. Chapter 1 is a brief 
introduction to the subject. Chapter II 
deals with the Evolution of Financial State- 
ments, their origin, the impulses towards 
improvements and common defects. Chapter 
Ill contains a most interesting treatment 
of the subject of Controversial Questions 
of Accounting Doctrine and Terminology. 
Although only a short chapter, it is one of 
the highlights of the book. It brings out 
very clearly the important influence which 
financial policy exerts in determining the 
disclosed quantum of periodic net profit. 
Then follows in Chapter IV a brief discus- 
sion on the Form and Content of Profit 
and Loss Statements. In this chapter, the 
authors emphasise the growing significance 
of the profit and loss account. Attention 
is directed to the indaquate statutory re- 


quirements (speaking generally, in Austra- 
lian Company Law with respect to this 


account. In Chapter V the authors discuss 
the provisions of the Australian Companies 
Act with respect to the Form and Content 
of Balance Sheets. They deal with the 
recommendations contained in the Report 
of the Cohen Committee and the recommen- 
dations of the Chartered Institute in Eng- 
land and Wales and in Australia. Chapter 
VI contains a reprint of 31 sets of financial 
statements of 27 different companies (25 
Australian and 2 New Zealand), with an 
excellent example at the end of the chapter 
of the financial statements of an American 
company. This chapter, which occupies 94 
pages of the book, is an outstanding piece 
of workmanship. The examples have been 
selected with great thought and provide 
excellent material for the friendly, though 
sometimes critical, comments of the authors ; 
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comments which, in their own words, are 
not intended to refiect on the financial 
policy of the companies whose accounts 
have been examined, but rather as being in 
the nature of detached surveys of the 
merits and the*imperfections, the clarity 
and the obscurity, the light and darkness 
which are to be found in typical modern 
financial statements. Chapter VII deals 
with the complex question of the Financial 
Statements of Holding Companies. The 
authors, in this chapter, have reviewed the 
recommendations of the Cohen Committee 
and the Chartered Institute on this ques- 
tion. The following chapter (VII) con- 
tains examples of the published accounts 
of holding companies. The authors’ com- 
ments, which are always constructive, will 
prove of considerable assistance to account- 
ants and company executives who have to 
undertake the difficult task of preparing 
statements of this type. Chapter IX is 
unique, being probably the first authorita- 
tive discussion in an accountancy text book 
on the Financial Statements of Govern- 
ments and State Enterprises. Apart from 
the assistance and encouragement which 
the authors’ views will give to the executive 
officers of Government Departments who 
are responsible for the preparation of these, 
frequently involved, statements, the prae- 
tising accountant and the general reader 
will welcome the opportunity of being able 
to study a first-class account of the distin- 
guishing features of financial statements of 
this type, and to have brought to their 
notice the problems which are encountered 
in the course of preparation. The conclud- 
ing chapter contains examples of the Finan- 
cial Statements of Governments and State 
Enterprises. It is interesting to observe 
the evidence of the growing reform move- 
ment and the urge to make the financial 
statements of Governments and State 
Enterprises more informative. There are 
several examples of really well-constructed 
financial statements in this group. 


N. S. Young. 
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LEGAL SECTION 


Edited by M. C. TeEnNISON Woops, LL.B. 


MARRIAGE OF PERSONS UNDER TWENTY-ONE YEARS OF AGE WITHOUT 
CONSENT OF PARENTS OR GUARDIANS. 


In England the Age of Marriage Act, 
1929, provides that a marriage between 
persons either of whom is under sixteen 
years of age, is invalid. in Australia the 
age at which a person is capable of giving 
consent to and contracting marriage still 
remains that prescribed by common law— 
twelve years in the case of females and 
fourteen years in the case of males. Certain 
consents, however, are required in the case 
of marriages of persons who are under 
twenty-one years of age. These relate to 
parents and guardians, and are set out in 
the Marriage Acts of the various States. 
Where such consents are unreasonably 
withheld provision is made for an appli- 
cation to the Court for consent to marry. 
Vonsiderable confusion, however, exists as 
to the effect on the validity of the marriage 
if it, in fact, takes place without the pre- 
xribed consents. Legal opinion has long 
held that that a lack of these consents does 
nit invalidate the marriage as long as the 
parties are above the legal age at which 


marriage may be contracted. The need for 
the prescribed consents certainly makes it 
harder for a minor to be married without 
them, and penalties are imposed for false 
declarations, which would inelude false 
declarations as to age’ Penalties are also 
imposed on persons who knowingly cele- 
brate a marriage of a minor without the 
prescribed consents. The fact that marri- 
ages of minors without the necessary con- 
sents are, nevertheless, valid was confirmed 
in a recent case in the Full Court of New 
South Wales. The Court dismissed an 
appeal by one Leon Cutler against Mr. 
Justice Bonney’s refusal to annul the 
marriage of his daughter who had married 
one White in 1946 without the consent or 
knowledge of her parents. She was then 
seventeen, but gave her age as twenty-two. 
The Full Court held that there was no pro- 
vision in the Marriage Act by which falsity 
in an oath or affirmation could prevent a 
marriage from being valid. Cutler v. 
White, 2nd March 1948—not yet reported. 


AGENT FOR UNDISCLOSED PRINCIPAL. 


Where a company permits a_ branch 
manager to carry on the company’s branch 
business, including the engagement, dis- 
nissal, and payment of staff, and dealing 
with customers in his own name, and to 
take the tenancy of the branch premises in 
tis own name, the company supplying all 
fmds from which necessary payments are 
ade and providing all necessary plant, the 
tlationship between the parties is that of 
gent and undisclosed principal; and the 
nancy is to be regarded as having con- 
tnued subject to an implied term that the 
gent could not use the tenancy for any 
ther purpose than that of the plaintiff’s 
business. The Court will restrain the 
breach of such an implied negative term by 
mjunction. In relation to an interest in 
and, such as tenancy, the agent has the 
ligations of a trustee; and, where he be- 
hmes the tenant of premises as agent for 


an undisclosed principal, he becomes a 
trustee of the tenancy for the principal in 
whom the equitable interest is vested. 
Parole evidence is admissible to prevent 
the Statute of Frauds from being used as 
an instrument of fraud, which would be 
the case if an agent acquired an interest in 
land as agent for an undisclosed principal 
and then claimed the interest for himself. 


A trading company, in the absence of 
express prohibition in its Memorandum of 
Association, can, for the purposes of its 
business, take a tenancy as undisclosed 
principal, through an agent, and in such 
case can enforce its rights as beneficiary 
against the agent as trustee. 

So held in the Supreme Court of New 
Zealand in the case of A. Levy, Ltd. v. 
Tracey, |1948] N.Z.L.R. 317, the facts of 
which were as follows: 
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Agent for Undisclosed Principal—continued. 

The plaintiff company was a clothing 
manufacturer carrying on business through 
several factories and branches. In 1936 it 
purchased and took over the business of 
one A. P. Simester for the purpose of 
carrying it on as one of its own branches; 
and it appointed the defendant manager 
of such business, arranging, for business 
reasons, that the branch should be carried 
on under the name of the defendant for 
the plaintiff as undisleosed principal. It 
also made arrangements for the defendant 
to assume in his own name the tenancy ef 
the premises in which the branch business 
was carried on at Victoria Street, Welling- 
ton. The defendant engaged, dismissed, 
and paid staff in his own name, and paid 
rent in his own name; but all moneys re- 
quired in connection with the business were 
supplied by the plaintiff company, which 
also paid salary and bonus to the defen- 
dant and supplied all necessary plant. The 
plaintiff company also directed the policy 
of the said business, although this fact was 
disputed by the defendant in evidence. In 
1939 the branch was moved to Courtenay 
Place, the new tenancy also being taken 
out in the name of the defendant. No 
agreement in writing was at any stage 
entered into between the plaintiff company 
and the defendant. The defendant later 
alleged that the arrangement constituted a 
partnership between the plaintiff company 
and himself in respect of the business ; that 
the bonus payments had been for his share 
of profits; and that the tenancy which he 
held in his own name belonged to him in 
his own right. He ordered the managing 
director of the plaintiff company off the 
premises, and thereafter proceeded to ex- 


A husband divorced his wife on the 
ground of desertion and undertook to pay 
a specified sum by way of maintenance to 
his divoreed wife during their joint lives. 
He married again, and on his death his 
widow, i.e. the second wife, was universal 
legatee of his estate. In an application for 
relief under the Testator’s Family Main- 


tenance Acts of South Australia, the 
divorced wife claimed as a ‘‘wife’’ under 


the amending Act of 1943, which extended 
the meaning of that word, as used in the 
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clude the directors and officers of the plain. 
tiff company from the premises, and called 
upon the plaintiff company to remove its 





























































machinery and plant therefrom. hh 
The plaintiff company thereupon com. § }4, 
menced proceedings claiming (a) a declar. § #22 
ation that the defendant acquired and held § ¥' 
a monthly tenaney of premises in Court. § 14 
enay Place as trustee and agent for the § ye 
plaintiff; (b) a decree that the defendant § 4 
be ordered forthwith to execute a formal §j ist 
assignment of that tenancy to the plaintiff, § pt 
and (c) an injunction to compel the defen. ale1 
dant forthwith to deliver up to the plaintiff % 2g 
possession of the premises. The Court was ff form 
of opinion that the plaintiff was entitled to 4 
the following declarations: types 
1. That the defendant acquired the ten. § a! 
ancy as the agent of the plaintiff company, § (@ 
the undisclosed principal upon the terms ™ Ur 
between principal and agent that the rent the ¢ 
under the tenaney was to be payable with ‘his | 
the moneys of the plaintiff. quest 
2. That the defendant was under thf (1. 
obligations of a trustee for the plaintiff in jj 24" 
respect of the tenancy. of It 
3. That the defendant had claimed the jj 7™ 
tenancy as his own property and that the gj ™2e 
plaintiff was entitled to— of an 
(a) an injunction restraining the defen- (2) 
dant from using the premises under Wt \ 
the tenancy for any purpose otherf Mtice 
than that of the plaintiff’s business; 1948 
and In 
b) an order directing the defendant to (194 
execute forthwith an assignment of 
the tenancy in writing to the plan-§ pac 
tiff company, the terms of such 
assignment, if the parties do not 
agree, to be settled by the Registrar At 
of the Supreme Court. certain 
and a 
valued 
In 194 
valuati 
Principal Act, to include ‘‘a woman WhO value 
has been divorced, whether before or afte rating 
the vassing of this Act, by or from bet taken 
husband, if she is at the time of his deat were n 
receiving or entitled to receive mainte bolic | 
ance from him’’. The Court held that the dub m 
divorced wife came within that descriptioml would 
and was entitled to some relief. The Pr4® possib), 
ciples applying as to the apportionmel¥] secomn 
between testator’s widow and his divoree@ in the 
wife were considered. In re Preece, [194] providi 
S.A.S.R. 134. advisin, 
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TENANCIES FOR FIXED TERMS AND AFTERWARDS FROM YEAR TO 
YEAR DETERMINABLE ON NOTICE. 


In a tenancy agreement, dated February 
4, 1944, whereby premises were let to the 
nant at a rent of £250 a year, the term 


was expressed as follows: ‘‘from January 1, 
1944, to June 30, 1945, for the term of one 
year anid so on from year to year until the 


nancy be determined at the end of the 
frst or any subsequent vear by one of the 
parties giving to the other of them six 
aalendar months’ previous notice in writ- 
ing’. The agreement was on a printed 
form, but the words ‘‘from January 1, 
1944, to June 30, 1945,’’ were inserted in 
typescript. The landlord served on the 
tant a notice, dated June 28, 1945, ‘‘to 
quit and deliver up at the expiration of 
your tenancy which will expire next after 
the end of one-half year from the service of 
this notice possession of’’ the premises in 
question. The Court held: 

(1) On the true construction of the 
tenancy agreement, it created a fixed term 
if 18 months, and thereafter a tenancy 
from year to year which could be deter- 
mined by the requisite notice at the end 
of any of those years. 

(2) The formula used in the notice to 
quit was sanctioned by long usage and the 
notice was valid.—Addis v. Burrows, 
1948} 1 All E.R. 177. 

In H. & G. Simonds Ltd. v. Heywood 
11948] 1 All E.R. 260) the premises were 


let ‘‘from July 4, 1935 until October 3, 
1935, and afterwards from year to year 
but subject to the determination of the 
tenaney hereby created as hereinafter men- 
tioned) at the yearly rental of £40 payable 
by equal monthly instalments’’, with a 
proviso that ‘‘either of the said parties 
hereto shall be at liberty to put an end to 
and determine these presents at any time 
on or after October 3, 1935, on giving to 
the other of them three calendar 
months’ previous notice thereof in writing 
without reference to the commencement of 
the said tenancy any law or usage to the 
contrary notwithstanding”’ Notice to 
quit was given by the landlord on July 3, 
1947, to take effect on October 6, 1947. In 
an action for possession it was argued for 
the tenant that the tenancy was for fifteen 
months certain and thereafter on the basis 
of a yearly tenancy, and that the provision 
for determination on three months’ notice 
after October 3, 1935, was inconsistent with 
and repugnant to the term of fifteen 
months and so was of no effect. On these 
facts the Court held that it was open to 
the parties to the agreement to contract for 
its determination on any notice that they 
saw fit, and the tenancy was determinable 
at any time after October 3, 1935, on three 
months’ notice by either party. 


FACTORS NOT TO BE TAKEN INTO ACCOUNT IN ASSESSING RATEABLE 
VALUE OF MEMBERS’ CLUB PREMISES. 


A members’ club owned and occupied 
ertain premises which it had purchased 
aid adapted in 1936, when they were 
valued for rating purposes at £120 gross. 
In 1946, in proposing an amendment to the 
valuation list by inereasing the rateable 
value of the premises to £363 gross, the 
tating authority urged that there should be 
taken into consideration (a) that profits 
were made by the club in trading in alco- 
holie liquors (i.e., by sales in the bar to 
tub members); (b) that it was not, and 
would not be for some considerable time, 
Possible for the club to find alternative 
xeommodation ; and (c) that existing clubs 
m the district had a virtual monopoly of 
providing club facilities. The valuers 
advising the assessment committee and the 


rating authority respectively agreed that 
apart from those considerations the proper 
valuation would be £265 gross. 

Held: (1) Rent, not profit, was the measure 
of rateable value, and, while anticipated 
profits might in certain circumstances be 
relevant in fixing the rent, the profits from 
the sale of liquor in the present case were 
personal to the club and could be made 
wherever it was housed, and would not, 
therefore, affect the rent. 

(2) It would be unfair to take into con- 
sideration the fact that there were no other 
similar premises available without also 
taking into consideration the fact that 
there was only one hypothetical tenant 
likely to take the premises, and that, there- 
fore, the club would not be at the merey of 
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Members’ Club Premises—continued. 
the hypothetical owner, who could not, on 
that ground, increase the rent payable. 
(3) There was no reason to assume that 
the absence of any probability of other 
clubs being formed in the district would 
cause the club, being a members’, and not 
a proprietary club, to pay a higher hypo- 
thetical rent, and the consideration was 
irrelevant. — Aberdare .Urban_ . District 
Council v. Pontypridd Area Assessment 
Committee, |1947|] 2 All E.R. 877. 


Lord Goddard C.J., asked Atkinson J. 
to give judgment first, and he subsequently 
agreed with that judgment. In the course 
of his judgment, Atkinson J. considered 
the question of how far possible profits 
should affect the rental value of premises. 
He said (at pp. 879-880) : 


‘*It is not easy to lay down any precise 
rule regarding when or to what extent the 
possible amount of profits which it is anti- 
cipated may be made by occupation of 
premises will affect the rental value. If the 
motive or object of the tenant who is most 
likely to take the premises is to make a 
profit, the amount of profit which he is 
likely to make may very materially affect 
the rent which he would be willing to give. 
Speaking generally, however, if the profits 
depend on the personal skill of the tenant 
and can be made in any other premises 
quite as well as in the premises in question, 
the expected amount of profits will not 
affect the rent which a tenant will give, 
but, if the profits can be earned only on 
the premises to be rated and can be earned 
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there by any ordinary tenant, the expected 
profit will affect the rent which a tenant 
will give. In the present case the class of 
possible tenants is very small. It is limited 
to clubs of a particular type—social or 
working men’s clubs. It is not the motive 
or object of such clubs, certainly not of the 
appellants, to make a profit. It may be 
that the bar was profitable, but that is but 
one activity of the club. It does not follow 
that the club as a whole received more than 
it spent, and, if a profit was made in the 
bar, it was made by sales to members of 
the club only. These sales would be the 
same wherever the club was housed. They 
did not come about from any goodwill 
attached to the premises or from any in- 
herent quality of the premises. Why 
should the amount of takings at the bar 
affect the rent which a club would pay 
when those takings come from members of 
the occupying club only and would have 
come to the club from any bar in any 
premises? Further, if anticipated profits 
are to affect the hypothetical rent, the rele- 
vant profits must be the profits of the under- 
taking as a whole. The profit from one 
activity may be wiped out by the loss or the 
expenses incurred. In our view the first 
factor (profits made by the club in trading 
in alcoholie liquors) ought to have been dis- 
regarded as irrelevant. It certainly would 
not affect the amount of rent which any 
other elub would pay, nor could it affect 
the rent which the appellants would pay, 
as the profit was personal to the club and 
could be made wherever the elub was 
housed.’’. 


RIGHT TO MATRIMONIAL HOME AS BETWEEN HUSBAND AND WIFE. 


In a question between husband and wife, 
under s. 17 of the Married Women’s Pro- 
perty Act, 1882, as to the title to the matri- 
monial home, the Judge, after seeing and 
hearing the witnesses, should try to con- 
clude what was in their minds at the time 
of the purchase, and then make an order 
which, in the changed conditions, fairly 
gives effect in law to what the parties must 
be taken to have intended at the time of 
the transaction. 

Before marriage the wife found a house, 
the price of which was £1,000, and herself 
opened negotiations with the vendor. The 
sum of £100, provided wholly by the wife, 
was paid on or before the signing of the 


contract, and the balance of £900 was 
raised by means of a mortgage of the house 
with a building society. Both the contract 
and the conveyance were made in the name 
of the husband, who also entered into the 
mortgage and an indemnity policy required 
by the building society and paid all instal 
ments and interest due under the mortgage. 
In proceedings under s. 17 of the Married 
Women’s Property Act, 1882, each party 
claimed that he or she had always intended 
that the beneficial ownership should be m 
him or her. On conflicting evidence the 
judge came to the conclusion that the it- 
tention of the parties at the time was that 
each should contribute a certain proportion 
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Right to Matrimonial Home—continued. 

to the purchase price of the house, the 
husband nine-tenths and the wife one- 
tenth, and he made an order that the hus- 
band should hold the house on trust for 
sale and that the parties should be entitled 
to the proceeds of sale in those proportions. 

The Court of Appeal held that on the 
evidence it was reasonable to infer that 
each party intended to contribute to the 
house in the proportions found by the 
judge and his order should be affirmed, 
subject to a proviso that, in so far as on 
asale nine-tenths of the proceeds of sale 
was insufficient to discharge what was due 
in the mortgage, the husband was liable 
to make good to the wife any deficiency.— 
Re Rogers’ Question, [1948] 1 All E.R. 
328. 

Another recent case turned on the con- 
struction of the said s. 17 in relation to a 
dispute involving the matrimonial home. 
Qn an application by a husband for posses- 
son of the matrimonial home the County 
Court Judge found as a fact that the hus- 
band was the tenant of the premises. There 
was evidence that the parties had not 
cohabited for a considerable period, that 
they were making counter accusations 
against each other, and that the husband 
had filed a petition for divorce on the 
ground of the wife’s adultery. The judge 
made an order for possession within two 
months, which might result in the wife 
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being ejected from the matrimonial home, 
and refused to make that order conditional 
on the husband providing accommodation 
elsewhere for the wife. On appeal the 
Court held that the Count# Court Judge, 
in the proper exercise of his discretion 
under s. 17 of the Married Women’s Pro- 
perty Act, 1882, had jurisdiction to make 
such an order, and, as in the circumstances 
he had not exercised his discretion unju- 
(licially, the Court would not interfere. 
Stewart v. Stewart, [1947| 2 All E.R. 813. 


The case of Hutchinson v. Hutchinson, 
(|1947] 2 All E.R. 886) turned on the 
right to possession of a home where parties 
were judicially separated. The parties in 
this case were married in 1924 and a son 
was born in 1929. In 1932 the husband 
bought a house in his own name, and the 
parties resided there as their matrimonial 
home until the husband left to live with 
another woman. The wife obtained a 
decree of judicial separation and the hus- 
band made payments for the support of his 
wife and son. The husband applied under 
s. 17 of the Married Women’s Property 
Act, 1882, for an order for possession of 
the house. It was held that the Court had 
a discretion under s. 17 which was not 
affected» by the fact that a decree for 
judicial separation had been obtained, and 
in the circumstances it would be unjust to 
make an order for possession. 


TRAINING OF ACCOUNTANTS 


by 


R. J. CHAMBERS, B. EC., A.I.C.A. 


TRAINING OR EDUCATION ? 


The spirit of innovation which appears 
to invest almost every aspect of living to- 
day has left unmistakeable marks on our 
systems of education. It could be said that 
the invasion of utilitarianism (on which 
8 based so many of our modern practices) 
has even perverted our notions of education 
completely, leaving in its stead ‘‘training’”’, 
and in the minds of the young a desire for 
“training’’ rather than for ‘‘education’’. 
~ me elarify the distinction I wish to 

W. 


The type of intellectual exercise most 
eagerly sought to-day is training for the 
purpose of following a selected vocation. 
The student is concerned more with the 
acquisition of a few formulae, cut and 
dried dogmas or rules of thumb fit for 
immediate practical application, than with 
the development of an outlook on life, an 
underlying code or philosophy by which his 
approach to vocational and personal prob- 
lems may be guided. There has been, even 
among so-called ‘‘educators’’, a tendency 
to mistake the shadow for the substance in 
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Training of Accountants—continued. 

training their protegees, with the result 
that the latter go out to face the problems 
of business or profession armed only with 
the limited rahge of remedies their ‘‘ prac- 
tical’’ studies have brought before them. 
This, of course, is to the very great detri- 
ment of both teachers and taught. 

The mental discipline which seems to me 
to be most useful and practical (though the 
philosophers may scorn the suggestion) is 
just that which has so roundly been con- 
demned as ‘‘theoretical’’ and ‘‘impracti- 
eal’’ and ‘‘academic”’ by so-called practical 
hard-headed men of affairs. This general- 
isation I make without specification of any 
particular vocational objective. For, what- 
ever individuals hope to do in life they 
must do with, or to, or in competition with, 
or through, other people. All who aspire 
to responsibility in any society, therefore, 
need some theory of society, some philoso- 
phy of the place and function of power, 
skill and knowledge in modern societies and 
some idea of the evolution of modern social 
(ineluding business) and political institu- 
tions. These may be acquired only through 
the study of subjects such as modern and 
ancient history, philosophy, literature, the 
theory of law and government, anthro- 
pology, economics and related subjects. 

But why are these subjects so lightly 
regarded as basic education for a life in 
business, public administration or in the 
professions? Mainly, I think, it is due to 
the absence of a theory of education among 
the practising managers and public officials, 
who, and the professional bodies which, 
regulate entry into responsible positions in 
their respective fields. The above subjects 
seem to be too remote from practical affairs 
to be of real consequence. As a result, 
many of to-day’s graduates and those leav- 
ing the higher educational institutions have 
insufficient breadth of view and inadequate 
theoretical concepts to meet successfully 
to-day’s multitudinous complex problems. 

Education may be considered as a pro- 
cess by which the innate qualities of the 
student are drawn out and developed, and 
by which the student’s mind is enriched 
both because of the experience suffered and 
because of the knowledge gained. Teach- 
ing to be really educational should, there- 
fore, aim to provide such stimuli for the 
student that he goes forward seeking an 
understanding of the principles of his sub- 
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ject rather than sitting back smug im the 
knowledge that he ‘‘swatted’’ the correet 
material for his examination. 


STATUS OF THE ACCOUNTANCY PROFESSION. 


Those who have had the patience to 
labour through the above comments may 
well wonder what all this has to do with 
the training of accountants. In my opinion 
the present accountancy syllabi suffer from 
the defects implied by the above comments 
and the consequences are apparent in the 
composition of the profession — to-day. 
Attention was drawn at the Annual Gen. 
eral Meeting recently in Sydney to the faet 
that accountancy is hardly recognised asa 
profession in America and the extent to 
which it is conceded a professional status, 
except among accountants, in Australia 
appears to be in doubt. 

It seems to me that this is a direct con- 
sequence of the type of service accountants 
give or are equipped to give, and indireetly 
of the type of people we accountants are 
It would be too much to expect recognition 
as professional people when it is a common 
jibe that ‘‘adolescents with little ability in 
any particular direction may find employ- 
ment as accountants,’’ and that ‘‘the ranks 
of accountants are filled by people who 
have no chance, by reason of intellectual 
limitations, of excelling in any other field”. 
We should, [ think cease worrying about 
status and recognition by the business, pro- 
fessional, or gencral community and eon 
centrate on delivering the goods—recogni- 
tion will come if we deserve it. It is my 
thesis that accountants in Australia have 
never earned the right to recognition asa 
potent force in the business world: our 
inter-Institute differences have shown us4 
disunited series of groups interested in 
status, membership and similar things 
rather than service to the business com- 
munity and to the profession itself. 


INTELLECTUAL CONDITION OF THE 
PROFESSION. 


Lest it be said ‘‘criticism is easy, prod 
less so’’ I would like to give some facts # 
support these contentions. In the fint 
place, one of the common objects of pre 
fessional institutions, including institute 
of accountants, is the advancement of the 
knowledge of the subject of their prof 
sion. This involves three separate things 
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training of Accountants—continued. 

omy mind: reading, thinking, writing. In 
ach, accountants as a group are lagging 
griously. 

Though some of the Institutes provide 
quite good library facilities, some registrars 
must be disappointed with the extent to 
ghich the libraries are used. An examin- 
ation of the lending section of one such 
library revealed that only the standard 
texts, strictly utilitarian reading, were used 
to any great extent. I was greatly dis- 
appointed to find that hardly any of the 
imndreds of Sydney metropolitan members 
fund the time or inclination to venture 
into the closely allied subjects of economics, 
statistics, finance or management. The 
atent to which magazine articles are read 
isa matter I have not tried to determine, 
ut the fact that scarcely any correspon- 
dence takes place on the subject-matter of 
ach articles may be taken as some indica- 
tion of lack of active interest. Or does it 
mean lack of thought? 


Which brings me to the second deficiency 
mentioned above. Australian accountants 
vem to be singularly credulous. How few 
rally thoughtful people there are among 
us! How few have courage enough to 
ackle the dogmas and the practices which 
modern accounting has thoughtlessly in- 
herited from a more leisurely past! One 
neds only to scan the pages of The Austra- 
lan Accountant to see how few of the 
mmbers of the Commonwealth Institute 
re assuming the responsibility of advanc- 
ng the frontiers of accounting knowledge. 
The rest of us, ostrich-like, bury our heads 
nour daily problems and resolutely refuse 
believe that there are any theoretical 
joblems or unbeaten paths in accounting. 
And even those of us who are taking an 
mterest in the recent developments in 
“counting theory, stemming largely from 
America, are adopting too receptive an atti- 
hde,in my opinion. Can we expect recog- 
ution if we shirk the obligation to clarify 
wr theories, to replace blind acceptance of 
“counting practices with a critical, inquir- 
mg approach to the problems of those we 
tve? The professions of law and medicine 
lige their members to keep up with 
relopments in their fields; until some 
mech discipline is imposed on accountants 
fhm within or without as is imposed on 

fers and doctors, I fear it will be worse 
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than useless to continue to deplore our 
status. 

In writing we are quite as resourceless 
as in thinking. Unquestionably it is use- 
less to write unless prior thinking has given 
rise to new concepts or to a new under- 
standing of relationships between concepts. 
Our failure to build up a substantial liter- 
ature is perhaps only a reflection of lack of 
critical or constructive ability. I cannot 
but deplore the nebulous character of the 
concepts purveyed in some of the standard 
texts used by accounting students; the fact 
that of the first fifteen ‘‘cost’’ bulletins of 
the Australasian Institute of Cost Accoun- 
tants only five were the work of individual 
accountants; and the fact that so few of 
us recognise that accountants as such must 
perpetuate themselves and that a sqund 
step in the direction of professional 
eugenics is the provision of a worthwhile 
literature for accountants in training and 
in practice. 

TRAINING OR OF 


WantTED—A THEORY OF 


EDUCATION. 


The indifference to which I allude in the 
above broadside seems to me to pervade the 
educational standards of the institutes. 
One of the purposes of the institutes is to 
provide guidance for training institutions 
and to establish standards for admission to 
the various ranks of membership provided. 
The opportunity to select for admission 
only people who would be a credit to the 
institutes appears to me to have been for- 
gone by the educational committees of the 
institutes. I was very interested to reau 
in the March issue of The Australian 
Accountant, Mr. Keown’s suggestions for 
revision of the syllabus of the Institute. 
But piece-meal alteration of the syllabus 
will only be effectively carried out if: 

(a) there is an underlying educational 
theory by reference to which each 
subject in the syllabus may be justi- 
fied, and each subject may be placed 
in its most satisfactory position in 
the course of study. 

(b) a worthwhile course is established 
as an ideal towards which each small 
alteration may contribute. 

I hope opinions will vary regarding the 

content and scope of a ‘‘worthwhile 
course’’, for only if there are divergent 
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Training of Accountants—continued. 

opinions, a ‘‘clash of minds’’, may we 
expect a carefully constructed and educa- 
tionally justifiable course to emerge. It 
should be clear therefore that I expect no 
immediate general agreement with the pro- 
posals set forth below: I shall be dis- 
appointed both by passivity and by violent 
agreement because this note shall then 
appear to have failed to stimulate the criti- 
cism which precedes creation or reconstruc- 
tion. 


CRITERIA FOR A PROFESSIONAL COURSE. 


To the best of my knowledge, the educa- 
tional committees of the Institutes have 
never made public, except in brief refer- 
ences in annual reports, the educational 
theories upon which course structures have 
been based. It may be, of course, that there 
are no such theories recognised by the com- 
mittees, and it may be that there has been 
no eause to parade the educational bases of 
accounting courses. The criteria which | 
propose to set down therefore will not have 
been considered in their explicit form by 
accountants generally before; and they 


consequently deserve close attention. 


FIRSTLY: If accountants are to be 
accorded similar professional status to that 
enjoyed by University graduates in voca- 
tional subjects, the course of study must 
resemble in admission qualifications, 1m 
structure and in scope, other University 
courses. This requirement is not to be 
taken as a device for restricting the field to 
be covered ; though it certainly will restrict 
entry to those with a recognised level of 
general education and an aptitude for, or 
keen interest in, intensive vocational study. 
Regarding structure, it might be said that 
degree courses commonly require continued 
study in each of a restricted number of 
broad fields, so that the fields of study 
most nearly related to accounting studies 
should be considered at least. ‘‘Seope”’ 
suggests the inculeation of a wide general 
approach or outlook rather than too narrow 
and specialised a form of training; a broad 
appreciation of the function, social signifi- 
cance and _ yotential developments of 
accounting certainly cannot be acquired 
under to-day’s courses and tuition. 

SECONDLY : Provision must be made to 


give a satisfactory grounding in scientific 
methods as a basis for work in the main 
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fields of study, mentioned in the previous 
paragraph. 
far too much is taken for granted by 
accounting students to-day; too much eop. 
fidence is placed in the dogmas of the text. 
books and too little in the exercise of reason 

and all because of the type of training 
sanctioned by the profession. We mngt 
learn to evaluate textbook rules and eop. 
cepts for ourselves, discounting the pres. 
tige of writers and speakers, and exercising 
independent thought on all matters pertip. 
ent to the profession. Scientific method 
should of course form the basis for pro 
ceeding to useful generalisations or uwni- 
formities throughout the entire course of 
study. 


THIRDLY: A vocational course showd 
combine the theory of and applied aspects 
of the main subjects in expedient propor 
tions. The importance of this feature can- 
not be too strongly emphasised. If 
accountancy is to be anything better than 
a trade, it must involve more than a routin 
trade skill. Accounting courses at present 
place high premiums on specific ‘‘trade” 
skill, i.e. the ability to balance books, com 
pile balance sheets, draw cheques satisfac. 
torily ete——theory occupies a very subor- 
dinate place, because firstly the importance 
of theory has searcely been recognised, and, 
secondly because there is little theory 
underlying the courses as they are a 
present. A widening of the scope of train 
ing will inevitably inerease the theory 
necessary in a well balanced course. 


GENERAL DIRECTION OF IMPROVEMENT. 


The proposals submitted under thi 
section will perhaps be met with consider 


As I have suggested earlier, 


studen 
idst | 


able suspicion by many older, experiencelgr 


accountants who will claim that the 
ways’’ of teaching are the best ways; 
will also doubtless be met with alarm 4 
even opposition from many teaching hodit 
because of the costliness of longer cours 
and the consequent scaling down of 
number of original enrollees. It is, ho 
ever, a matter for the members of the pM 
fession to decide; we will succumb to fl 
vested interests if we have no pride in 
development of worthwhile standards ¢ 
competence, and we will set infinite st 
by the opinion of the ‘‘die hards’’ if 
have no concept of the impact of social a 
economic change on the place and funeti 
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taining of Accountants—continued. 
of accounting and accountants in the busi- 
ness world of to-day and to-morrow. 

In present courses there seem to be five 
najor omissions which I shall deal with in 
detail. They are: 

(a) Eeonomie Theory. 

(b) Relationships between accounting 
theory and economic theory. 
Management, and the place of 
accounting in management. 

d) Elementary Actuarial Studies. 

e) History of the development of 
accounting theory and practice. 

It is not suggested that one full course 
should be required in each of these; (a) 
md (b) in conjunction appear to warrant 
two papers, though of itself (b) is not a 
major subject; (c) and (e) are in my 
inion worthy of one paper each, at least. 
a) Economic Theory: 

Unquestionably accounting is the tech- 
tigue developed and used universally for 
the measurement of significant economic 
phenomena. This being the case it seems 
highly irregular that the training of 
aeountants should cover so little of econ- 
mic theory. That part of the field of 
fmancial economics which, in the Common- 
wealth Institute’s syllabus, is entitled 
“Banking, Finance and Foreign Ex- 
change’’, is surely inadequate for the 
student who is to spend his lifetime in the 
midst of every variety of economic circum- 
tance. A wide treatment of economic 
theory is essential to an understanding of 
te place and limitations of accounting 

The Economics Department of 
University permits under- 

aduates to specialise in accounting in 
leir programme for the degree of Bachelor 
fi Economics, but concurrently the full 
quence of four economics subjects must 
I think something more rigorous 

present smattering of economies 
required of all accounting 

not because it would serve as a 
device, but because it would 

greater respect for the skill of 


b) Accounting Theory and Economic 


Theory: 


The relationship between the two fields 
study, accounting and economics, has 
tn the subject of much rapid comment, 
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but little constructive thought. It is ad- 
mitted that students cannot be expected to 
explore the- more difficult aspects of 
accounting theory, but it is believed some 
attempt should be made to indicate the 
fruitfulness of a greater understanding 
between accountants and economists. The 
approach of each is, of course, based on 
rather different premises; the line that 
should be taken, I believe, is that one field 
is really complementary to the other, that 
each can throw valuable light on the prob- 
lems of the other, and that for effective 
administration of business the findings of 
each should be accepted within the field it 
purports to cover. The impact of each on 
the other would result in considerable elari- 
fication of the basic assumptions of much 
economic and business theory. 

c) Management: 

It should not be necessary to point out 
that the accountants qualifying through 
Institute examinations fall within either of 
two main vocational groups; those who are 
engaged or who hope to engage in practice 
as professional accountants, and those who 
are engaged in accounting or administra- 
tive work in commerce and industry. 
Apostles of specialisation would probably 
argue for special courses to cover the im- 
mediate vocational needs of the two groups. 
However, in providing only one syllabus 


‘for both groups, I believe educational com- 


mittees have acted wisely, for, every case 
of specialisation introduces new problems 
of integrating the specialists, whereas a 
sound general training for all students 
ensures wider dissemination of knowledge 
of the nature of the problems of those who 
for various reasons specialise in _ post- 
training years. General training which 
ignores the immetiiate environment of every 
accountant, however, does not come within 
what | describe as a ‘‘sound general train- 
ing’’. 

Every accountant, whether in business or 
in practice, is continually surrounded with 
forms of organised activity and problems 
of management. I do not know whether 
it is true in fact that accountants, by train- 
ing or by the nature of their work, develop 
an attitude which is inimical to harmonious 
relationships with other technical people 
in specific business situations. But I do 
know that many people trained in other 
technologies feel that way about acecoun- 
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tants. It could be argued that too great 
a preoccupation with figures does predis- 
pose people to adopt an unrealistic attitude 
towards the practical issues which the 
figures only imperfectly describe; but it 
is not my aim to amplify that matter just 
now. 

A sound accounting syllabus should ree- 
ognise that many: professional accountants 
become directors of companies; that quite 
a number of commercial accountants become 
directors or managers of the enterprises 
they serve; and that all who progress no 
further than the middle executive level are 
constantly in contact with other specialists 
in a service capacity which they are only 
qualified to fill if they acknowledge expli- 
citly the limitations of their techniques and 
the importance of the facts which they 
endeavour to record. Recognition of these 
things should take the form of some mana- 
gerial studies in formal training for 
accountants, firstly, so that a narrow tech- 
nological bias may be corrected, and 
secondly, so that accounting may be set in 
its true perspective in the field of business. 

The Accountancy Diploma Course of the 
Sydney Technical College requires studies 
in ‘*Personnel in Commerce’’, ‘‘ Business 
Administration and Organisation’’ and 
‘Business Economics’”’ in its final year ; the 
Melbourne College also requires study in 
Management in the fourth year. For their 
potential corrective effects, such wider 
studies should, I believe, be included in all 
accounting training for responsible posi- 
tions in commerce and industry. 

(d) Actuarial Studies : 

The recognition of the need for an ele- 
mentary knowledge of statistical procedures 
should lead to like recognition of the value 
of an elementary knowledge of the bases 
of actuarial practice. I feel that few 
accountants take much interest in, or are 
greatly concerned with, the theory under- 
lying calculations relating to sinking funds, 
depreciation rates, annuities and perpetuit- 
ies, largely because of the failure of their 
training to inspire any regard for the rele- 
vance of these calculations to business 
practice. The growing interest in super- 
annuation systems, self-insurance and 
similar matters seems to justify much 
greater attention to actuarial studies from 
accountants than appears to have been 


The Australian Accountant 


September, 1948 


given in the past. But not only it isa 
matter of immediate practical consequenee, 
it is a field which would repay close atten. 
tion by accountants because of the greater 
variety of techniques or concepts it would 
provide for the prospective theorists in 
accounting. 

¢) Development of Accounting Theory 

and Practice : 

In previous sections there have been set 

down recommendations by which account. 
can be set in its true business or mana- 

verial environment. I think it is also im- 
portant that students in any subject should 
understand the processes by which present 
theories and practices were developed. The 
doctrinaire approach of many tutors and 
teachers in formal training institutions 
tends more often to stifle the initiative of 
trainees, than to encourage them to under- 
take the great intellectual adventure whieh 
is open to all who keep before them the 
concept of development and __ potential 
vrowth in the art, science or technology 
to which they are allied. 

it is contrary to all experiénce to con- 
tinue in the belief that the accounting 
forms and concepts deemed adequate to-day 
will remain adequate for future purposes. 
Students who are not required to study 
formally the growth of accounting practices 
znd theories, and the economic and business 
facts which have played a part in moulding 
them, are in danger of overlooking the 
possibility of improvement. Accountants, 
and all people occupying positions of re 
sponsibility, are continuously meeting novel 
combinations of factors already expeti- 
enced, and situations involving altogether 
new factors; the very novelty of these 
situations demands an imaginative 
approach rather than uncritical applice 
tions of outmoded procedures taught m 
dogmatic fashion, without the perspective 
which a study in derivation and develop- 
ment could give. 


Ing 
ri 


PossIBLE DELETIONS FROM EXISTING 
SYLLABUS. 


The five suggestions just outlined may be 
regarded independently of what follows 
In themselves they would add substantially 
to the content and rigor of the course. But 
even if none was adopted, within the 
present course structure there is, I think, 
room for improvement. 
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Vocational training, it will be agreed, 
must take into account the probable subse- 
quent occupational environment of trainees. 
No professional man pretends to be able 
to go through his professional life without 
making full and frequent use of handbooks, 
reference books, indices and other aids. It 
gems, however, that accounting trainees 
are obliged to take the view that they are 
earning for all time, for the accounting 
and auditing subjects require rather an 
daborate knowledge of the special account- 
ing procedures of many different types of 
business undertaking, including banks and 
insurance companies. (This generalisation 
is not explicitly supported by the Common- 
wealth Institute’s Syllabus; but the con- 
tents of the recommended textbooks lend it 
plenty of implied support. This seems an 
appropriate point to suggest that authors, 
instead of mingling their material, might 
in future consider offering basic training 
material in one part and applications of 
basic principles, for reference by people in 
professional practice, in an entirely separ- 
ate part of their works. For special 
accounting systems and audit programmes 
this is particularly pertinent. 

It is recognised by examiners and edu- 
cational committees that every type of busi- 
ness cannot be covered. Why then bother 
to cover any special application? If it is 
for the purpose of lending breadth to the 
course, surely there are many better ways 
of doing it than by elaborating special 
types of bookkeeping problems! 

Another direction in which the present 
syllabus could be changed is by the inelu- 
sion of auditing in the accounting subjects. 
When all is said and done, there is little 
in auditing that is not either a matter of 
accounting or of law; why then the special 
subject? It may be urged of course that 
auditing is an important, if not the most 
important, part of a public accountant’s 
practice. That may be so, but the same 
things which concern accountants as 
auditors, concern accountants in commer- 
cial undertakings ; to use the term ‘‘ Audit- 
ing’? as a separate division of course 
material is only defensible in respect of 
specific auditing techniques. There may be 
sufficient of such material to justify a single 
course, but no two courses. I am thus in 
agreement with Mr. Keown (The Austra- 
han Accountant, March 1948, p. 68) re- 
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garding the status of auditing as a separate 
subject; with his suggestions for altering 
the content of the legal subjects I also fully 
agree. 


REFORM IN GENERAL. 


Throughout this paper I have endea- 
voured to keep in mind: 

(a) the desirability of a wider training 
and a more selective training for 
accountants, as a basis for a broader 
outlook on business and community 
life than narrow specialisation bes- 
tows. 
the practical difficulties which con- 
front the introduction of subjects 
radically different from the main 
line of study into any course of 
vocational training. 

There are other subjects which could 
profitably be considered as the basis for a 
broad general education for accountants, 
but many of them may be regarded as 
beyond the immediate interest of an exam- 
ining body for admission to a specifie pro- 
fession. However, it is considered at least 
necessary that preliminary qualifications 
should include secondary education to 
matriculation standard, without nominat- 
ing any special matriculation subject. 
There will be ample specialisation to follow, 
without putting the trainee-accountant in 
blinkers before he commences his qualifying 
studies. 


PROPOSAL. 


No delusions are entertained that within 
a short period many sweeping changes can 
be introduced into the syllabi of accounting 
institutes. While there is a plurality of 
institutes there will be competition for 
membership, and so long as training 
remains to a large extent in the hands of 
private tutors they will be able to call the 
tune. However, in the hope that some of 
the burdens urder which the profession 
labours may at future time be 
removed, the following outline of a course 
of professional study is offered. The sub- 
jects are listed as study sequences within 
selected fields, not as they might be 
required for defining intermediate and 
final stages. 


some 


Accounting and Auditing : 
(a) Intermediate Accounting and Audit- 


ing. 
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(b) Business Statistics. 
(c) Advanced Accounting. 
(d) Auditing and Investigations. 
(e) History of Accounting Theory and 
Practice. 
Law: 
(a) Commercial Law (including Bank- 
ruptcy). 
(b) Company Law. 
(c) Taxation Law. 
Economics and Business : 


(a) Scientific Method in Business. 

(b) General and Descriptive Economics. 

(c) Financial Economics. 

(d) Business Organisation and Manage- 

ment. 

No attempt has been made to specify the 
degree of intensity of study in the above 
fields for the proposal is an expression of 
a long-term objective, rather than a plan 
for immediate implementation. 


AGAIN—TRAINING OR EDUCATION ? 


Accountants comprise one group in a 
very large class of people who are closely 
concerned, in their day to day activities, 
with relationships between many different 
social groups. These relationships are not 
just a matter of debit and credit or pounds 
shilling and pence; they involve the hopes, 
opportunities and aspirations of sentient 
human beings. The ability of the accoun- 
tant to add something worthwhile to social 
situations will depend on the quality of 
his thinking and the range of concepts 
within his reach. The above outline, 
though still strictly vocational, attempts to 
provide for the development of critical 
thinking by the requirement of study and 
application of scientific method and of some 
historical study. It adds to the accoun- 
tant’s range of concepts by obliging him 
to embark on some study of managerial 
problems. But much more can be done to 
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increase his effectiveness as a contributor 
to social progress. Post-graduate study of 
such subjects as political theory, social 
philosophy, and managerial theory and 
practice would be an ideal way of rounding 
out the education of accountants. The 
Institutes should provide opportunities for 
such studies should the new generation of 
accountants develop a taste for creative 
thinking on the social and business prob. 
lems of “their day. 


Meanwhile, as it is so difficult to arouse 
interest in Institute activities even of an 
immediately practical nature, I expect little 
reaction té these radical proposals for post- 
graduate work. Those who do think in 
terms of true professional status and expan- 
sion of the field of business knowledge and 
theory should remember that no movement 
of the type they suggest is initially a mass 
movement; it depends for its origin, im- 
petus, and often for its fruition, on the 
effort of the critical, imaginative minority. 
That being the case, it is certain that the 
accountancy profession, as many other pro- 
fessions, will never be able to claim that 
the bulk of its members have been so edu- 

cated that they have dev eloped a philopso- 

phy of their place i in society and the social 
function of their technology, unless a revo- 
lution in the profession, much far far- 
reaching than the above proposals, takes 
place. 


Those who take an active and hopeful 
interest in the progress of the profession, 
and have its advancement at heart need 
no spurring; the remainder of the profes- 
sion should consider the words of Francis 
Bacon: 


I hold every man a debtor to his profes- 
sion; from the which as men of course 
do seek to receive countenance and profit, 
so ought they to endeavour themselves by 
way of amends to be a help and orna- 
ment thereunto. sve tee 
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STUDENTS’ SECTION 


Edited by O. R. MacDona pb, A.1.c.a. 


EXTRACTS FROM A TALK TO THE STAFF OF AN 
ACCOUNTANCY PRACTICE. 


by 


Davip R. NICHOLLS, F.I.C.A. 


(The following extracts from a talk recen tly delivered to the members of my staff 
may be of interest to Students.) 


My objects in giving you this talk are 
to give you a pride in the accountancy pro- 
fasion, and a realization of its future and 
the possibilities in it for you by increasing 
your knowledge of the profession in general 
md this practice in particular. If you 
mderstand why an accountancy practice 
issuccessful, how new clients are attracted 
md old clients held, you will be in a better 
sition to help the business along. Every 
nember of the staff is an ambassador for 
the practice and the profession, and so the 
nore you know about these things and the 
mer workings of the business the better it 
will be for you. 


THE ACCOUNTANCY PROFESSION AND 
Irs FUTURE. 


The accountancy profession is probably 
the youngest major profession. In many 
ways it has not yet stabilized, and ideas 
ii twenty years ago are now looked upon 
sold-fashioned. For the average business 
our profession is the most important. High 
luxation will continue, together with many 
entrols, which means that all business 
developments must be guided by experts on 
laxation and other controls. Almost every 
Major move in business, to say nothing of 
the minor transactions, must be considered 
nthe light of taxation, ete. The demands 
m the profession have increased with each 
tar, and should not diminish in the future. 
With the increase in industrialization and 
wpulation in this country our profession 


I think also that our profession is the 
Wundest. Once a client is obtained we find 
‘normally requires regular advice and 
wk to be done for him. The relationship 
h clients is such that under ordinary 


circumstances, if the accountant does any- 
thing like a decent job, he will retain his 
client indefinitely. Even if there is a 
depression we might lose some clients, but 
this would be offset by extra work in con- 
trolling credit and carefully watching the 
financial position of our clients. There 
would also be the extra work involved in 
liquidations, receiverships, bankruptcies, 
ete. 

The ethics in the profession are of a very 
high standard. We have very few cases of 
other accounsants endeavouring to poach 
clients or of them touting for business. The 
requirements of the Accountancy Institutes 
forbid price-cutting, advertising and other 
objectionable features which might other- 
wise exist. If you consider the new clients 
we have obtained in the last few years, you 
will realize that these people have, in prac- 
tically all cases, either started new busi- 
nesses or not had practising accountants 
previously. 

It is becoming increasingly recognized 
that the future of the*profession is in big 
accountancy businesses, having specialists in 
many departments of the practice. Some 
of these departments briefly are: income 
tax, land tax, auditing, company procedure, 
company promotion, secretarial work, 
liquidations, bankruptcy, costing, prices 
branch matters and general accountancy 
work. The custom is increasing of accoun- 
tants consulting other practising accoun- 
tants for advice or to have their own 
opinion confirmed on some contentious 
matters. Clients also tend to seek the 
accountant for advice on many legal angles 
of business, as very often they feel that the 
accountant is more practical, has a more 
intimate knowledge of the client, and in 
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Talk to Staff of an Accountancy Practice—contd. 
some cases is better suited than they them- 
selves for putting the facts before a solici- 
tor. A large practice can do the work more 
efficiently and economically, as it is pos- 
sible, where the choice of a large staff is 
available, to allocate staff particularly 
suited for the work required to be done. 

In your time the profession will expand 
much further. With the socialistic trend 
of the Government many records, which 
were previously not thought of, have to be 
kept. Balance sheets and other statements 
will be radically altered as the tendency is 
for them to become much plainer, with 
more information supplied so that they 
ean be understood by the layman. Account- 
ancy terminology needs to be clarified. The 
importance of this is self-evident in audit 
reports, ete. The educational qualifications 
of those entering the profession are con- 
tinually being raised. In my own opinion, 
practical experience is the most important 
factor in the education of an accountant, 
but he must have the theoretical knowledge 
as well. With the increasing demand for 
the accountant to be brought into business 
management, a fuller education becomes 
essential. Wide reading of cirent happen- 
ings in the legal and business world is 
necessary for the accountant who has to 
advise his clients on a multiplicity of 
matters. He must be a business man as 
well as an accountant. The profession is 
a practical one where honesty and sound 
advice coupled with wide knowledge and 
experience are essential. Standards must 
be kept up and improved. 


THE EcoNomMIcs OF A PRACTICE. 
- 


We sell our time—if the time is well 
spent in the right directions full fees can 
be charged. We have to be careful that 
we do not do a lot of work which is not of 
practical value to the client. If we charge 
a guinea to a client we must feel that we 
have done a guinea’s worth of work for 
him. Do not use too much red ink to make 
a pretty picture of the ledgers, but be 
certain that you dot the ‘‘i’s’’. Often by 
a little extra effort we can save a client 
considerable work and worry, which is 
greatly appreciated. It is essential that 
we be precise. 

After allowances are made for annual 
and public holidays, sick leave and un- 
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chargeable time there are only about 30 
hours chargeable on the average per week 
for each employee. To the salary paid ap 
employee must be added overhead and a 
reasonable profit for the employer. Good 
workers are entitled to good remuneration, 
If they can be employed on work equal to 
their capabilities they are being used ty 
the maximum of their potentialities jp 
accountancy. If we are charging a reason. 
able fee and giving you the correct pro. 
portion of that fee in salary, you are then 
earning the maximum amount you are en- 
titled to. To enable you to be doing work 
equal to your capabilities it is essential that 
the staff be correctly balanced with the 
right proportions of senior, intermediate 
and junior clerks. 

As a practice grows, and the principal 
loses intimate touch with the clients and 
their affairs as well as losing close touch 
with the staff, many problems arise. These 
‘an only be overcome by the co-operation 
of an efficient staff. The principal’s rok 
becomes that of advising clients on special 
matters, keeping in touch with all th 
current major problems of business, par- 
ticularly taxation, and organising the 
practice. 

Some of the 
remember are: 


points for the staff to 
(1) Do not give advice if you are nét 
certain; ask someone senior on the 
staff—that is what they are ther 
for. 
Never refrain from placing you 
problems before the principal o 
your seniors. 
If you make an error and report it, 
it is only half as bad. 
[f the client requires you to do extra 
work, report this, as the fee might 
need revision. 
Clients do not want figures ticked— 
they want practical help, advice and 
guidance. 
Always use tact. If you handles 
person the wrong way it cannot 
you any good—it can only do yo 
harm. 
Remember that almost all our big 
clients started off in a small Wi 
with a small fee, and everyone 
deal with is entitled to every @ 
sideration possible. 
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THE COMMONWEALTH ACCOUNTANTS’ STUDENTS’ SOCIETY 


This year the Victorian Division of the 
(Commonwealth Accountants’ Students’ 
Society is celebrating its Golden Jubilee. 
It was founded in August 1898 as the In- 
erporated Accountants’ Students’ Society, 
Victoria, and on October 12, 1898, the first 
business meeting was held. At this, the 
frst President, Mr. Thomas Brentnall, gave 
an address, in the course of which he re- 
viewed the development of accountancy in 
the past few years, touched on some legal 
and accounting matters which were at the 
time exercising the minds of practising 
accountants, and submitted some views on 
the probable future growth of the profes- 
son and the part that the newly formed 
Society could perform in the advancement 
of accountancy knowledge. 

The extracts from Mr. Brentnall’s in- 
ugural address that follow will, it is 
believed, be of interest to readers of The 


Australian Accountant. Although fifty 
years have elapsed since they were spoken 
by the Society’s first President, some of 
his remarks apply with undiminished apt- 
ness to to-day’s conditions. Other passages 
selected for reproduction show that, in 
some respects, a considerable advance has 
been made in accountancy thought in the 
half-century. 

In his book My Memories, written in 
1938, when he was 91 years of age, Mr. 
Brentnall made reference to the Society 
and his election as its foundation President. 
He also expressed his pleasure that the 
original manuscript of his inaugural 
address, from which the following excerpts 
are taken, was carefully preserved by the 
Society. 

To mark its Jubilee, the Committee of the 
Society has arranged special functions, 
business and social, to be held this year. 


EXTRACTS FROM THE INAUGURAL ADDRESS DELIVERED TO MEMBERS 
BY THE FIRST PRESIDENT, Mr. THOMAS BRENTNALL, ON WEDNESDAY, 
OCTOBER 12, 1898. ; 


I apprehend that those of you who are 
listening to me are fully seized of all the 
alvantages to be gained by associating with 
your fellow members and exchanging ideas 
upon topics of practical interest; and, in 
this direction, I foresee the immense possi- 
bilities which attach to a Society like this. 
Iknow of no more useful method of attain- 
ing knowledge, outside of practical experi- 
mee, than the plan I understand you 
intend to adopt. 

First of all, it is assumed that every 
., guember will be an active helper in the work 
"Mf the Society, and that the work will be 
» allotted that there will be no undue 
essure upon anyone. If the burden of 
sponsibility be well distributed, the task 
ifcarrying it becomes an easy one, and the 
langer of ‘‘growing weary by the way”’ is 
oportionately reduced. You will, I am 
re, not lay yourselves open—any of you 
0 a charge of selfishness, by quietly 
iting still and watching others toil for 
four benefit. There must be no drones in 

hive: and then you will realize practi- 
aly that ‘‘many hands make light work’’. 

These Students’ Societies have become at 

me, a very successful and important ad- 
met to the work of the Accountants’ 

ities ; and the leaders of the profession 


there gladly acknowledge the valuable help 
which they have afforded to the work of 
their articled clerks. There is no reason 
why the same result should not be achieved 
here. Depend upon it, in these days of 
severe competition in every branch of pro- 
fessional life, the men who will come to the 
front are those who are best furnished, first 
of all, with the technical knowledge of their 
work, and who, consequently, will be most 
apt in assimilating and adapting the know- 
ledge which comes only of experience and 
practice. I need hardly say that the scope 
of usefulness of Students’ Societies is by 
no means confined to the preparation of 
subjects upon which you have to be ex- 
amined. 

I apprehend that it is not intended to 
confine the literary work of your Society 
purely to accountancy matters; at any rate, 
I hope not. I hardly know any profession 
in which the man of the world—and by this 
term I mean the man who is well furnished 
mentally and who has tact in dealing with 
his fellow men—stands at such an advan- 
tage as in ours. Indeed, one might almost 
go so far as to say that without these 
qualities, an Accountant becomes simply a 
book-keeper. To this end, I hope to see 
your governing body suggesting subjects 
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Extracts from Inaugural Address—continued. 
for lectures and discussion which though 
not strictly a part of accountancy, yet 
should form an important part of the 
equipment of a business man. Questions 
relating to political economy in its various 
branches, taxation, currency, notation, etc., 
ought to be included in your Syllabus of 
topics for study. 


Will you allow me now to invite your 
attention to a few of the more salient 
qualifications which every accountant 
should possess in addition to his expert 
knowledge of accounts? Perhaps, one of 
the most important is that of tact and 
discretion. It is inevitable that, occasion- 
ally, you will be called upon to deal with 
difficult questions and, what is worse, diffi- 
cult clients. It goes without saying that 
amongst this class the self-sufficient man 
is by far the most difficult. If you attempt 
to coerce his opinions, you will soon find 
that he is as adamant and unimpressionable 
as marble. You have therefore, to impress 
him with your views very carefully and 
insinuatingly, and whilst giving him full 
eredit for his opinions, gradually enforce 
your own by practical illustrations. <A 
simple example from every day experience 
will carry conviction, when an hour’s the- 
oretical discussion will fail to move him a 
hair’s breadth from his position. Always 
strive to simplify your argument so as to 
bring it within the scope of his mental 


grasp. 


Then you must cultivate the habit of 
treating courteously those who may differ 


from you. It is sometimes a severe trial of 
patience to be condemned to listen to argu- 
ments which one knows are radically un- 
sound, but impatient contradiction and 
controversy will only aggravate the differ- 
ence, and probably lose you a valuable 
client. Besides being discourteous, it is 
impolitic. Of course, stick to your guns 
when your cause is just and right, but 
don’t fire shot and shell when blank cart- 
ridges will answer every purpose. And 
again, let me impress upon you the virtue 
of punctuality, not only in your personal 
attendance, but in the performance of your 
promises. How often one hears the per- 
verted though, unfortunately, too true ad- 
age—‘‘punctuality is the thief of time’’. 
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It is simply another form of breaking one} 
promise, and whilst, in the verbal case, it ij 
properly regarded as a serious and unpar. 
donable offence—the non-appearance at the 
appointed hour is looked upon as a very 
venial transgression. There ought to be ny 
such distinction—except under unavoidable 
circumstances. The habit is easily acquired 
and when acquired, not easily thrown of 
and you will save much heart burning m 
the part of your friends. It is simply a. 
other form of slovenliness, against whic 
let me earnestly warn you. Be methodic 
and orderly in your work, and guar 
against the too prevalent fault of a care 
less, slip-shod style. In my experience 
an Examiner of our Institute, I ‘have almost 
invariably found that the candidate wh 
indulges in a slovenly style of writing hig 
papers, is equally slovenly in the matta 
and arrangement of his answers. The sam 
characteristic will also run through hi 
everyday work, and if he could at the en 
of the year reckon up the time lost in ea 
sequence of his untidy habits he woul 
simply be appalled. Not only does the tid 
man as a rule do better work, but he de 
a great deal more of it, and, reduced t 
concrete fact, it pays to be orderly in one} 
business habits. 


One other essential, I would like to me 
tion, and that is the wisdom of cultivatin 
a good style of writing. You may not kno 
how all-important this is, but I can assu 
you, in my own experience, I have bes 
compelled to pass over dozens of youn 
men who have come to me seeking billet 
simply on account of their shocking ham 
writing. One of the first questions invat 
ably asked of an applicant is, Can yo 
write a good hand? 


It may probably be known to some? 
you that it is in contemplation to institu 
uniform examinations for the various 
onies, and a Conference is to be held durin 
this week comprising, in the first instane 
representatives from Sydney, Adelaide a 
Melbourne to make the necessary arrange 
ments. This, it may be expected, will | 
but a prelude to even closer communi 
with kindred Societies, and if Austra 
Federation be brought about, this will & 
practicable and feasible possibility. 9 
difficulty, which is a serious one at presel 
is that of the differing laws of the Colon 
but it may reasonably be anticipated 
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Extracts from Inaugural Address—continued. 


it will not be long before Company, Insol- 
yacy and Mercantile legislation will be 
brought into line. There is also, for the 
time being, a wide divergence in the con- 
ditions of membership, particularly as re- 

New South Wales and the other 
(Colonies. With the former, no one can be 
yimitted as a Member who is not practising 
san Accountant, and they do not recog- 
tise our two distinctions of Associate and 
Fellow. Of course, they are horrified at 
the absurdly simple qualifications which 
we required under our Companies Act 
1896, and until this is altered they will not 























































































‘ain likely to accept the Victorian legal 
ot definition of a Licensed Auditor as suffici- 
ing h at for admission to their more conservative 
ma mganization. I have so often had occasion 
ie samme express my views on this subject, that 
oh hi Ido not like to weary you by the re-iter- 
the eniigttion of my opinion that Company legis- 
in conmation in 1896, set back the clock of our 
wou gress by at least ten years. Just as we 

the tidygrete beginning to see the good effects of 
he doemite wise policy which was initiated ten 
uced tars ago and steadily pursued ever since, 
in onel@mie Legislature in its wisdom, thought fit 
» throw open the door so widely that a 

to me ‘varfaring man, though a fool’’ could 
tivatingaetter in without difficulty, and we now see 
ot knowl’ anomaly of all sorts and conditions of 
n assunmmeen, legalised as Licensed Auditors—whose 
ve beamety qualification may be the fact that they 
f youngeave audited the accounts of a small Min- 
r billeag Company. In my own experience, I 
1¢ hand ve been called upon to audit the accounts 
s invatge a Mining Company with a Colleague who 
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wolutely did not understand the differ- 
mee between the ‘‘Dr.’’ and ‘‘Cr.’’ side 
a Ledger. Of course, the Shareholders 
tthemselves to blame, but these matters 
toften left to the tender mercies of half 
dozen Directors who hold a controlling 
rest in the Company, and of whom the 
= is probably a personal friend. 
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It is satisfactory to know, however, that 
care is generally exercised in the selection 
of men for responsible audits, and I ven- 
ture to think that our own Institute deser- 
vedly holds a high position in the estima- 
tion of Investors and commercial men. We 
have the satisfactory consciousness at any 
rate, that the Incorporated Institute of 
Accountants, Victoria, has always set a high 
standard of attainment before its members, 
and I trust that, whatever happens, noth- 
ing will be done to lower that standard of 
efficiency. 

By request of the Members, the Council 
is moving in the matter of obtaining legal 
recognition of the Accountancy profession. 
This will, of course, necessitate the admis- 
sion of all who are at present recognised 
as Accountants in the widest interpretation 
of the word, and I need hardly tell you 
what this means. The result, in my opinion, 
will simply be appalling, and I frankly 
confess that personally I am not enamoured 
of the proposal. At the same time, I am 
fain to admit that 15 or 20 years hence, the 
good effects of such a law would begin to 
be beneficially felt, as after the first batch 
of admissions, no one would be allowed to 
append the title of Public Accountant (or 
whatever designation might be adopted) to 
his name unless he has passed an examin- 
ation. In any circumstances I am strongly 
of opinion that it would be better to wait 
until we see whether Federation is likely 
to become an accomplished fact, after which 
any step of this kind might be taken’ by 
the Federated Colonies as a whole. 

Our profession is interesting by reason 
of its diversity, and if I had to make my 
choice again, I do not think that I should 


hesitate for a moment to enter upon 
accountancy. I am glad to have been per- 


mitted to assist at the birth of this Society, 
and I trust that as the years go on, it will 
attain great strength, and be the means of 
helping its members to occupy honorable 
and useful positions both as accountants 
and citizens in this vigorous community. 
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One of the most interesting and useful 
articles which has appeared in an account- 
ancy journal for many years is an article 
under the above title in the New York 
Certified Public Accountant for May, 1948. 
The author, Mr. J. M. Clapp, has been pro- 
fessor of English in several colleges and 
universities, and is the author of,a number 
of books on speech and writing, including 
Accountants’ Writing. 

The subject of the article is the way in 
which a paper may best be read. Few 
accountants escape the necessity at some 
time or another of reading a paper of some 


Articles in English journals show an in- 
creasing awareness of the broadening scope 
of accountants’ responsibilities and oppor- 
tunities for service to the community. One 
of the most striking is the lecture by Mr. 
Basil Smallpiece, The Impact of the New 
Economic Situation on the Accounting Pro- 
fession, which appeared in The Accountant 
of April 17. Mr. Smallpiece speaks of the 
shift of emphasis in accounting from the 
measurement and disclosure of financial 
profit and the audit of financial statements 
to the measurement and control of oper- 
ating efficiency. One notable effect of this 
new emphasis is that the number of mem- 
bers of the Institute of Chartered Accoun- 
tants in England and Wales employed out- 
side public practice is now not far short 
of the number of those in practice. ‘‘These 
accountant-administrators and accountant 
specialists are part of the management 
structure of modern industry’’ and Mr. 
Smallpiece thinks ‘‘it is true to say that 
(on the subject of effective utilisation of 
the economic resources of the undertakings 
of which they are a part) they think more 
constructively thah most of their brothers 
in practice’’. Though public practice is 
still the foundation of the profession, it is 
**not the be-all and the end-all of it’’. He 
makes the constructively provocative sug- 
gestion that the two halves of the profession 
should be integrated into a whole, so that 
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kind to an audience or, at least, of addregg. 
ing a meeting from prepared notes. Mr. 
Clapp’s comments and suggestions are full BH Ace: 
of value. An article such as this is very qill 
often less useful than it might be becanse Mf real 
it is confined to generalities with little or prac’ 
no concrete illustrations. Mr. Clapp has i Thus 
taken some well-written paragraphs and MM medi 
has shown how, by skilful use of pauses—M¥ inde 
the speaker’s punctuation marks —the 
‘‘monotony that infests most oral reading” 
may be avoided and the reading will ‘‘come 




















of talk’’. 
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the two would work together side by sideMM jarti 


in the management of the profession ff mnoy 
affairs. He pleads also for a new outlook 
towards cost accounting on.the part of 
accountants in practice, for the drawing 
back into practice of accountants who hav 
had experience inside industrial concerns, 
and for allowing the future generations om The 
chartered accountants to spend six monthspltird a 
of their articles attached to a member of 
the Institute in practice. 

A leading article in the same issue of 
The Accountant comments that “Mr 
Smallpiece has rendered a service to the 
profession in pointing out a way by meani 
of which, he is confident accountants ¢ 


















give invaluable aid to our country in thiggmues t 
a. : ”? i Engl 
its hour of dire need’’. Mac ‘ 

The lecture has evidently attracted mud Git 
interest in England. In the following eGall 
week’s issue of The Accountant, 





Bertram Nelson suggests a widening of th 
scope of professional training to give em 
phasis to the use of accounting in 
measurement and control of operating effi 
ency, increased mobility in the professid 
and intensified accounting research, includ 
ing a ‘‘cross-fertilisation of ideas betwee 
accountants, industrialists and economists’ 
This was followed by several stimulatii 
letters in the issues of May 1, 8 and 
It will be interesting to watch the devel 
ment of these new lines of thought. 
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ACCOUNTING RESEARCH 


Both the Society of Incorporated Ac- 
guntants ‘and Auditors and the Institute 
of Chartered Accountants in England and 
Wales have announced proposals for im- 
portant new publications. The Research 
Committee of the Society is to sponsor a 
new periodical journal to be called 
Aceounting Research, the policy of which 
will ‘‘be to publish articles which make a 
ral contribution to the theoretical and 
practical development of accountancy. 
Thus, the intention is to provide a scholarly 
nedium for making known advanced work 
mdertaken by accountants whether they 
are engaged in professional practice, in 
industry or in University or other teach- 
ing”. The journal will be published by 
the Cambridge University Press and will 
spear twice yearly. Each issue will be of 
wt less than 64 pages, and it is hoped that 
the first issue will appear in the second half 
#1948. Most thoughtful accountants will 
eartily agree with the claim made in the 
mnouncement of the new venture that, ‘‘It 


is no exaggeration to say that never before 
in its history has accountancy been in such 
a dynamic phase as the present. Develop- 
ment of the subject is rapid, giving rise to 
the necessity for a medium in which there 
can be adequate publication of new ideas 
and methods.’’ Sharing that belief, we 
wish the new journal the success ~ it 
deserves. 


The report of the council of the Institute 
of Chartered Accountants in England and 
Wales (published in The Accountant of 
May 8) stated that it had been hoped to 
begin in January, 1948, a bulletin to be 
issued periodically to all members. This 
was found to be impracticable because of 
paper shortage and the exceptionally heavy 
administrative burden being carried by the 
Institute staff at the present time. The 
proposal ‘‘remains under active consider- 
ation by the committees concerned with a 
view to commencing publication at the 
earliest practicable date’’. 


THE NEW COMPANY LAW 


The Accountant of May 8 contains the 
third and last of a series of articles on the 


Companies (Articles of Association and 
Annual Return) Regulations, 1948. 


DEPRECIATION AND CHANGING MONEY VALUES 


The vexed question of depreciation and 
placement in a time of higher costs con- 
limes to exercise the minds of accountants 
m England and U.S.A. In The Accountant 

May 22, Professor Kenneth F. Byrd, of 
eGill University supports the ‘‘revalor- 
ution’’ method advocated by Bernard M. 
ety in The Accountant of February 21, 
id shows how the necessary data to oper- 

tthe method could be recorded in a plant 
tgister. On the other hand, Martin Green- 
att in the Journal of Accountancy for 


PINANCIAL 


N. Loyall McLaren, in the Journal of 
wountancy for May examines common 
ts in annual corporation reports includ- 


May contends that ‘‘to write off an item 
not on cost, but on a future replacement 
value that at best we can only guess about, 
departs from true accounting procedure’’. 
Interesting comments on the problem as it 
affects auditors are made in the same issue 
by Victor Z. Brink, and the summary by 
George O. May of the proceeding at the 
conference at Chicago, referred to below, 
includes extracts from papers on the sub- 
ject delivered at that conference by several 
speakers, including Professor A. C. Littlets. 


STATEMENTS 


ing poor arrangement, faulty terminology 
and defective treatment of abnormal trans- 
actions. 
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ACCOUNTING FOR STOCK-IN-TRADE 


For a long time, scarcely any issue of the 
Journal of Accountancy has not included 
at least one important comment on the 
problem of stock valuation. Anson Her- 
rick, in the May issue, joins the growing 
ranks of those who disapprove the ‘‘lower 
of cost or market’’ rule. He holds that 
‘‘the privacy basis of inventory accounting 
is cost’’ but concedes that ‘‘departure from 
cost is required when utility of inventory 
for future operations deteriorates’’. George 
O. May, in the same issue, summarizes and 
comments on the proceedings at a joint 
conference, arranged by the University of 
Chicago, the Illinois Society of Certified 
Public Accountants, and the Chicago 


Chapter of the National Association of Co 
Accountants, at which three papers ¢ 
inventory accounting were presented ang 
discussed. ‘‘Regarded as a whole’’, 
says, ‘‘the proceedings reveal a professig 
facing difficult problems, created by ne 
economic conditions. It is perhaps x 
surprising that there is no unity of thong 
but a rather striking diversity in attitudg 
between the three parts of the whole. 
The papers included a plea for the acceg 
ance of standard cost as cost for financial 
accounting purposes; a discussion of 
respective merits of Fifo and Lifo; and 
statement of the arguments against iny 
tory reserves. 


COST ACCOUNTING 


The Journal of Accountancy for May 
contains an article by Raymond P. Marple 
summarizing a study, entitled A Re- 
examination of Standard Costs, pub- 
lished by the National Association of Cost 
Accountants. The purpose of the study is 
‘‘to enquire into the various uses of 
standard costs, question how well standard 
costs can serve these purposes, and indi- 
eate areas of conflict or compromise’’. The 
conclusions express a preference for stand- 


ards which represent an attainable level 
good performance as being most effectiy 
for cost control; they stress the need f 
current standards revised when necessaf 
if standard costs are to be used in prici 
inventories; and they give reasons for 
belief that standard costings are more usef 
for pricing purposes than actual costs, 
that they save clerical expense. it 
studies are to deal more specifically 
present-day practice in the use of standal 
costs for various purposes. 











